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ABSTRACT 
The poverty of farmers and the backwardness of 
a g r i c u l t u r e a r e both cause and e f f e c t of a l a c k of c a p i t a l , and c r e d i t 
i n the. r u r a l a r e a s of E a s t - P a k i s t a n . They a r e cause because they make 
i t almost i n e v i t a b l e t h a t when loans a r e obtained they a r e mis-used, 
and consequently p o t e n t i a l l e n d e r s a r e chary of p u t t i n g t h e i r money 
i n t o a g r i c u l t u r e . They a re the e f f e c t of a l a c k of c r e d i t and 
c a p i t a l i n the sense t h a t changes i n methods which might i n c r e a s e 
a g r i c u l t u r a l p r o d u c t i v i t y have been h e l d up f o r l a c k of f i n a n c e . 
These c o n s i d e r a t i o n s have not, however, prevented farmers from becoming 
h e a v i l y indebted and t h i s study examines the purposes f o r which money 
i s borrowed i n the r u r a l a r e a s and the sour c e s of f i n a n c e . I t shows 
t h a t most of the r u r a l debt i s owed to n o n - i n s t i t u t i o n a l l e n d e r s of one 
ki n d or another and t h a t the i n s t i t u t i o n a l l e n d e r s - banks, 
a g r i c u l t u r a l c r e d i t i n s t i t u t i o n s , c o - o p e r a t i v e c r e d i t i n s t i t u t i o n s e t c . 
- have made ve r y l i t t l e c o n t r i b u t i o n to the t o t a l supply of c r e d i t . The 
study concludes w i t h an es t i m a t e of t o t a l c r e d i t requirements and argues 
t h a t i f the gap between supply and requirements i s to be met, 
i n s t i t u t i o n a l l e n d i n g w i l l have to be g r e a t l y i n c r e a s e d . 
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INTRODUCTION. 
I n today's world, the q u e s t i o n of how to promote economic 
development i s of gr e a t importance f o r both the developed and l e s s 
developed c o u n t r i e s . The problem i n the l e s s developed c o u n t r i e s i s 
more i n t r a c t a b l e however, i n the sense t h a t w h i l e i t i s o f t e n p o s s i b l e 
to o b t a i n a c e r t a i n r a t e of growth, i t s maintenance a t a l e v e l a t 
which i t remains g r e a t e r than the growth r a t e of po p u l a t i o n over a 
p e r i o d i s i n f i n i t e l y more d i f f i c u l t . Y e t such an achievement i s 
a b s o l u t e l y n e c e s s a r y i n order to put a t y p i c a l underdeveloped country 
on the road to s e l f - s u s t a i n i n g growth. 
I n most underdeveloped c o u n t r i e s , the main o f f s e t t i n g 
f o r c e a g a i n s t a t t a i n i n g economic development has been the high r a t e of 
pop u l a t i o n growth. With l i m i t e d domestic r e s o u r c e s and r e s t r i c t e d 
p r o s p e c t s i n i n t e r n a t i o n a l markets f o r t h e i r i n d u s t r i e s , the problem 
of how to promote growth has proved very i n t r a c t a b l e . An i n c r e a s e i n 
output which might have otherwise c o n t r i b u t e d to the b u i l d i n g up of 
r e a l income per head tends to be absorbed i n supporting an i n c r e a s e i n 
numbers, e i t h e r w i t h no i n c r e a s e or only a ve r y s m a l l i n c r e a s e i n r e a l 
income per head. 
I n most underdeveloped economies, a g r i c u l t u r e i s the 
l a r g e s t s i n g l e i n d u s t r y , c o n t r i b u t i n g from 50 to 80 p.c. to the G.N.P. 
be s i d e s p r o v i d i n g food f o r t h e i r i n h a b i t a n t s . I n f a c t a s a t i s f a c t o r y 
r a t e of growth i n a g r i c u l t u r e i s a sine-qua-non of o v e r - a l l growth, 
2. 
and the t r a n s f o r m a t i o n of t r a d i t i o n a l a g r i c u l t u r e i s a p r e - c o n d i t i o n 
f o r a s a t i s f a c t o r y r a t e of o v e r a l l growth. A g r i c u l t u r e thus p l a y s 
an important r o l e i n a c c e l e r a t i n g or r e t a r d i n g the economic 
development of a p a r t i c u l a r r e g i o n . 
From the gen e r a l mass of l i t e r a t u r e on development i t 
would not be d i f f i c u l t however to draw the c o n c l u s i o n t h a t 
improvement i n the a g r i c u l t u r a l s e c t o r has been a s s i g n e d a l e s s e r 
importance i n the o v e r a l l c o n s i d e r a t i o n , of. .the development p r o c e s s . 
The developing c o u n t r i e s would seem, i n f a c t , to have p a i d 
i n s u f f i c i e n t attention...to the goal of i n c r e a s i n g a g r i c u l t u r a l 
( 2 ) 
p r o d u c t i v i t y . I n P a k i s t a n , planned expenditure on a g r i c u l t u r e as i i a p r o p o r t i o n of t o t a l spending has r i s e n from 9% i n the F i r j s t F i v e 
i 
Year P l a n to some 15% i n the Second and T h i r d F i v e Year P l a n s , w h i l s t 
a c t u a l expenditure was only 7% i n the F i r s t F i v e Year P l a n and 13% 
(3) 
i n the Second F i v e Year P l a n . 
The Department of A g r i c u l t u r e i n P a k i s t a n , a s i n most 
underdeveloped c o u n t r i e s i s s t i l l regarded as a minor and unimportant 
government department and t h e r e i s l e s s "glamour" a t t a c h e d to being 
( 1 ) E i c h e r , C. and W i t t , L., A g r i c u l t u r e i n Economic Development, 
McGraw H i l l , London, 1964, p.2. 
( 2 ) Baldwin, R.E., Economic Development and Growth, John Wiley and 
Sons, New York, 1966, p.85. 
( 3 ) Huq, M., The S t r a t e g y of Economic Planning, A Case Study of 
P a k i s t a n , Oxford U n i v e r s i t y P r e s s , P a k i s t a n Branch, Second 
im p r e s s i o n 1966, p.237,. and Planning Commission, Government of 
P a k i s t a n , The T h i r d F i v e Year P l a n , (1965-70), p.41. 
an o f f i c e r i n t h a t department. Government and p u b l i c support has 
been i n the main, more c l o s e l y devoted to the problem of 
i n d u s t r i a l i s a t i o n . ^ ^ T h i s has been t r u e b a s i c a l l y because 
underdeveloped c o u n t r i e s have a c r a v i n g f o r "symbolic modernisation". 
As G a l b r a i t h has pointed out, any c l a i m to nationhood i s thought 
to r e q u i r e a decent a i r p o r t , a c a p i t a l c i t y w i t h pavements and 
( 2 ) 
i m p r e s s i v e b u i l d i n g s . No doubt as an emerging n a t i o n the p r e s t i g e 
v a l u e of a s t e e l i n d u s t r y , supermarkets, atomic r e a c t o r s and 
l u x u r i o u s a i r - c o n d i t i o n e d h o t e l s , a r e of immense appeal. However, 
such f a s c i n a t i o n f o r modernisation r e s u l t s i n a s t r a i n on the balance 
of payments w i t h c h r o n i c d e f i c i t s . The r e l a t i v e n e g l e c t of the 
a g r i c u l t u r a l s e c t o r tends to l e a d to food c r i s e s . Economic h i s t o r y 
i s eloquent w i t h i n s t a n c e s of n a t i o n s where preoccupation w i t h such 
"symbolic modernisation" only delayed " t a k e - o f f " . So thought and 
a c t i o n are needed to make a g r i c u l t u r e v i a b l e and s e l f - s u s t a i n i n g . 
U n f o r t u n a t e l y economists of developing c o u n t r i e s have not 
p a i d much a t t e n t i o n to i d e n t i f y i n g the a g r i c u l t u r a l problems and very 
l i t t l e has been p u b l i s h e d by them on t h i s s u b j e c t . They have, i n 
f a c t p r e f e r r e d to do r e s e a r c h on development pla n n i n g w i t h more s p e c i f i c 
r e f e r e n c e to i n d u s t r i e s and power or macro-economic r e l a t i o n s h i p s , 
( 1 ) Nath, S.K., ' I n d i a n Economic Development', i n P l a n n i n g and Growth 
i n R i c h and Poor C o u n t r i e s , George A l l e n and Unwin L t d , London, 
1966, p.153. 
( 2 ) G a l b r a i t h , G.K., Economic Development, Oxford U n i v e r s i t y P r e s s , 
London, 1965, p.4. 
4. 
although many such endeavours have l i t t l e p r a c t i c a l i m p l i c a t i o n . 
T h i s study i s an attempt to examine one p a r t i c u l a r , but 
very important a g r i c u l t u r a l problem v i z . the-need f o r c r e d i t and 
the s ources from which farmers borrow. 
A g r i c u l t u r e i n E a s t P a k i s t a n i s undertaken mainly f o r 
f a m i l y consumption and the methods of farming a r e determined by 
t r a d i t i o n . I t i s beset by m u l t i f a r i o u s problems i n r e c e n t decades 
and t h e r e has been v e r y l i t t l e improvement i n p r o d u c t i v i t y . One of 
the main b o t t l e n e c k s i n a g r i c u l t u r e has been l a c k of investment and 
t h i s i n t u r n has been due i n p a r t to the l a c k of r u r a l c r e d i t . 
R u r a l c r e d i t i s v i t a l , because i t enables a farmer to p r a c t i s e 
improved a g r i c u l t u r a l t e c h n i q u e s . Farmers i n E a s t P a k i s t a n a r e 
mi s e r a b l y poor : about 50 to 80 p.c. of them probably need c r e d i t 
but most of them a r e i n e l i g i b l e f o r loans from i n s t i t u t i o n a l l e n d e r s , 
because t h e i r h oldings a r e l e s s than 2.5 a c r e s . A r e c e n t study has 
r e v e a l e d t h a t s m a l l e r farms y i e l d h i g h e r output per a c r e than l a r g e r 
f a r m s . S o a worthwhile r u r a l development programme cannot 
j u s t i f i a b l y ignore the i n t e r e s t s of s m a l l farmers who c o n s t i t u t e about 
h a l f or more of the t o t a l . 
Thus, f o r the a m e l i o r a t i o n of r u r a l poverty and an i n c r e a s e 
i n p r o d u c t i v i t y a s u b s t a n t i a l flow of funds to the farmers i s needed. 
The net i n f l o w of i n s t i t u t i o n a l c r e d i t has been d e s p e r a t e l y low and 
(1) An unpublished study made by the E a s t P a k i s t a n Bureau of 
S t a t i s t i c s . 
5. 
inadequate. During the f i v e y e a r s of the second p l a n , t o t a l 
i n s t i t u t i o n a l c r e d i t has been about Rs 500 m i l l i o n or an average of 
Rs 100 m i l l i o n per y e a r . ^ 1 ^ T h i s i s only a m i c r o s c o p i c p r o p o r t i o n 
of the t o t a l requirement as estimated i n t h i s study. T h i s . i s p a r t l y 
due to the p a u c i t y of r e s o u r c e s a t t h e i r d i s p o s a l and p a r t l y because 
of the c r i t e r i a used by i n s t i t u t i o n a l l e n d e r s to determine f o r what 
purposes c r e d i t i s to be made a v a i l a b l e . These c r i t e r i a p l a c e a very 
narrow d e f i n i t i o n on 'productive purposes', as we s h a l l s e e, and 
i n s t i t u t i o n a l l e n d e r s w i l l not make loans f o r anything e l s e . 
The main problem t h e r e f o r e l i e s i n the f a c t t h a t the 
i n s t i t u t i o n a l c r e d i t supply i s meagre i n r e l a t i o n t o t o t a l requirement. 
T h i s a t once poses a problem and forms a t a r g e t f o r s o l u t i o n . The 
r e a l c h a l l e n g e l i e s not i n advancing c r e d i t t o uncreditworthy borrowers, 
but i n t h e i r t r a n s f o r m a t i o n i n t o c r e d i t w o r t h y ones. T h i s i s what the 
study proposes to show. 
The study can be roughly d i v i d e d i n t o two p a r t s . P a r t I 
d e a l s w i t h the g e n e r a l economic s i t u a t i o n and the demand f o r r u r a l 
c r e d i t . P a r t I I d i s c u s s e s a t g r e a t e r l e n g t h the supply from both p r i v a t e 
and i n s t i t u t i o n a l s o u r c e s , aiming to show the inadequacy of the 
c o n t r i b u t i o n made by i n s t i t u t i o n a l c r e d i t t o the t o t a l requirement of 
a g r i c u l t u r a l c r e d i t . 
( 1 ) Government of E a s t P a k i s t a n , F i n a n c e Department, Economic Survey 
of E a s t P a k i s t a n , 1966-67, p.15. 
The f i r s t p a r t c o n s i s t s of two c h a p t e r s . Chapter one 
examines some s a l i e n t c h a r a c t e r i s t i c s of the r u r a l economy and 
attempts to h i g h l i g h t some of the main economic reasons f o r s t a g n a t i o n 
and backwardness i n a g r i c u l t u r e . Chapter two covers the demand f o r 
r u r a l c r e d i t and i n c l u d e s some e s t i m a t e s of indebtedness. P a r t I I 
s t a r t s w i t h the t h i r d chapter which d i s c u s s e s the p r o v i s i o n of c r e d i t 
from p r i v a t e and i n s t i t u t i o n a l sources i n t u r n and a l s o d i s c u s s e s 
the r o l e of the S t a t e Bank of P a k i s t a n . One important i n s t i t u t i o n a l 
s o u rce, the c o - o p e r a t i v e movement, has been l e f t over f o r s e p a r a t e 
treatment i n chapter f o u r . The main emphasis of the study has been 
on i n s t i t u t i o n a l s o u r c e s , t h e i r o v e r a l l impact on the economy, t h e i r 
achievements and f a i l u r e s , and one p a r t i c u l a r experiment i n 
i n s t i t u t i o n a l c r e d i t , the C o m i l l a system, i s examined i n chapter f i v e . 
F i n a l l y , i n the s i x t h chapter an attempt has been made to 
est i m a t e the t o t a l c r e d i t requirements of a g r i c u l t u r e f o r the p r o v i n c e . 
A f t e r t r y i n g to e v a l u a t e the e x i s t i n g e s t i m a t e s of c r e d i t , an attempt 
has been made to show the a c t u a l gap between i n s t i t u t i o n a l c r e d i t 
supply and the t o t a l requirement. I n the study, e x t e n s i v e use has 
been made of o f f i c i a l documents but the study a l s o r e l i e s h e a v i l y on 
some u n o f f i c i a l s u r v e y s and s t u d i e s . 
PART I . 
CHAPTER ONE. 
SALIENT CHARACTERISTICS OF THE RURAL 
ECONOMY. 
1. Some v i t a l economic i n d i c a t o r s o f . E a s t r P a k i s t a n . 
The p r o v i n c e of E a s t P a k i s t a n came i n t o e x i s t e n c e as a 
r e s u l t of the p a r t i t i o n of B r i t i s h I n d i a i n t o two s t a t e s , I n d i a and 
P a k i s t a n f o l l o w i n g i t s d i s s o l u t i o n i n 1947. 
Located between 20° - 30' and 26° - 45' North l a t i t u d e s 
and between 88° and 92° - 56' E a s t l o n g i t u d e s , i t has a t o t a l a r e a 
of 55,126 square m i l e s . The a r e a e x c l u d i n g r i v e r s i s 51,921 square 
m i l e s . 
The c l i m a t e of E a s t P a k i s t a n i s t y p i c a l l y a t r o p i c a l 
monsoon one, w i t h hot and humid summers and dry, r e l a t i v e l y c o l d 
w i n t e r s without r a i n s . 
o 
The normal temperature ranges between 44 F i n w i n t e r and 
104° i n summer. The h i g h e s t temperature i s experienced i n Bogra and 
lowest i n S y l h e t . Normal annual r a i n f a l l i s 81" ranging from 40" i n 
R a j s h a h i to 235" i n S y l h e t . 85 p.c. of the r a i n f a l l o ccurs d u r i n g 
the monsoon, c o v e r i n g the months from May to September. 
( 1 ) Government of E a s t - P a k i s t a n , E a s t P a k i s t a n Bureau of S t a t i s t i c s , 
S t a t i s t i c a l d i g e s t of E a s t - P a k i s t a n , No.3, 1965, p.2 No.2 1964, 
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In 1961 East-Pakistan had a population of 50 
m i l l i o n of whom 85 p.c. were engaged i n agriculture. Out of a 
t o t a l of the 16.86 m i l l i o n in the labour force 14.34 millions were 
a g r i c u l t u r i s t s . ^  ^  
East-Pakistan has 17 d i s t r i c t s , 54 subdivisions, 
408 thanas and 64,523 v i l l a g e s . 
About 96 p.c. of population l i v e s i n r u r a l areas 
and agriculture i s the main contributor to the gross domestic product 
of the province accounting for j u s t under 60 p.c. of the t o t a l . The 
p r i n c i p a l export crop i s j u t e . 
The major components of diet i n East-Pakistan are 
r i c e , and to a l e s s e r extent, wheat. Such cereals provide a low cost 
diet and poverty confines the people of East-Pakistan to a grain d i e t . 
Even so, domestic food production i s not s u f f i c i e n t to provide i t s 
people with what i s considered a minimum diet of 2300 c a l o r i e s per 
(2) 
day; the current national average i s 1855 c a l o r i e s per day, and 
per capita food grain consumption i n East-Pakistan i s about 14 ounces 
(3) 
a day. Domestic food supplies are supplemented by imported cereals; 
(1) Office of the Census Commissioner, Population Census of Pakistan, 
Census B u l l e t i n No.5, p . l . By now i t w i l l be 70 m i l l i o n s , 
assuming a compound rate of growth of 2.7 p.c. per year, East 
Pakistan Bureau of S t a t i s t i c s , S t a t i s t i c a l Digest Nos.2 & 3. 
(2) Government of Pakistan, Planning Commission, The Third Five Year 
Plan, (1965-70), p.14. 
(3) Government of East-Pakistan, East Pakistan Bureau of S t a t i s t i c s , 
Handbook of Economic Indicators, of'-"East-Pakistan 1965, p.45. 
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but imports have never yet exceeded l£ m i l l i o n tons i n any one year. 
The following table shows the r e l a t i v e growth 
rates of population and food production. 
TABLE 1.1 : Index of food production and the growth of 
population i n East-Pakistan. 
Year 
Index of 
population 
growth 
(1951-52 = 100) 
Cumulative 
Eff e c t 
Index of 
food 
production 
(1951-52 = 100) 
Cumulative 
E f f e c t 
1949-50 96 - 103 -
1950-51 98 2 102 - 1 
1951-52 100 4 100 - 3 
1952-53 102 6 104 + 1 
1953-54 104 8 116 +13 
1954-55 107 11 108 + 5 
1955-56 109 13 92 -11 
1956-57 111 15 114 +11 
1957-58 113 17 106 + 3 
1958-59 .116 20 98 - 5 
1959-60 118 22 117 +14 
1960-61 121 25 132 +29 
1961-62 124 28 131 +28 
1962-63 128 32 124 +21 
1963-64 131 35 129 +26 
Source; Handbook of Economic Indicators of East-Pakistan 
o p . c i t . j p.35. 
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I t shows that population has grown fas t e r than food production. 
I t also shows that the rate of growth of population i s steady and 
l e s s e r r a t i c than the r e l a t i v e growth i n food supply i n East-Pakistan. 
I t would appear from the table that the increase i n population was 
2 p.c. up to 1954-55, 2.4 p.c. up to 1961. In recent years i t has 
jumped to the alarming rate of 2.6 or 2.7 p.c. The, ups and downs i n 
production l e v e l s of food grains r e f l e c t the v u l n e r a b i l i t y of 
a g r i c u l t u r a l crops to the vagaries of nature, against which flood and 
water control schemes provide very l i t t l e protection. 
Y i e l d per acre of r i c e , which accounts for 90% of 
cereal production, and of the other crops, i s one of the lowest i n 
the world. Table 1.2 shows the y i e l d per acre- of r i c e i n a number of 
different countries i n 1963. 
TABLE 1.2 : Y i e l d per acre of r i c e i n some selected 
countries i n 1963. 
Country Y i e l d per acre ( i n l b s ) 
1. I t a l y 4575 
2. Spain 5557 
3. Egypt 4397 
4. China, Taiwan 3125 
5. Japan 4679 
6. East Pakistan 1578 
Source: Handbook of Economic Indicators of 
East-Pakistan, op.cit., p.43. 
East-Pakistan produced 15.7 m i l l i o n tons of r i c e 
i n 1963-64, out of a world t o t a l of 169 m i l l i o n tons, whilst out of 
the t o t a l world acreage of 214 m i l l i o n acres under r i c e , East Pakistan 
accounted for 21.5 m i l l i o n acres. 
Rice i s grown i n 3 v a r i e t i e s . Aman i s a summer 
r i c e sown by broadcast or by transplantation during the months of 
June-July and harvested i n November-December. I t i s grown i n 70 p.c. 
of the area. Boro i s the winter r i c e transplanted during November to 
January and i s harvested during the months from March to May. I t 
occupies about 5 p.c. of the t o t a l land. Aus i s the spring crop, 
(2) 
depending on spring rains and i t occupies about 25 p.c. of the area. 
Jute, the export cash crop covers only 7 to 9 p.c. 
(3) 
of the cropped area. 
The following table provides some rough indicators 
of some of the main variables with which t h i s study i s concerned. They 
have been assembled from a variety of sources and may therefore be not 
s t r i c t l y comparable. 
(1) S t a t i s t i c a l Digest No.2, Table 3.10, pp.64-67. The table shows 
that excepting India, East-Pakistan has the largest acreage under 
r i c e . 
(2) Government of Pakistan, Ministry of Food and Agriculture, Report 
of the Food and Agriculture Commission, 1960, p.36. 
(3) I b i d , p.36. 
12. 
TABLE 1.3 : The s i z e of holdings, size.of family, income 
and indebtedness i n East-Pakistan. 
1. Average s i z e of holdings: ( i n acres) 3 
2. Average s i z e of holdings per family ( i n acres) 3.5 
3. Average s i z e of family ( i n numbers) 6 to 7 
4. Per capita income ( i n rupees) 315 
5. Per capita farm income ( i n rupees) 191 
6. Indebtedness per household ( i n rupees) 309 
7. Families i n debt ( i n percent) 54 
Source: 
1. Farouk, A., I r r i g a t i o n i n a Monsoon Land, (mimeographed copy) 
Bureau of Economic Research, Dacca University, 1968, p.3. 
2. Report of the Food and Agriculture Commission, op.cit., pp.26 
and 37. 
3. Government of East-Pakistan, Co-operative S t a t i s t i c s and 
Research Organisation, A g r i c u l t u r a l Credit i n East-Pakistan, 
A Survey Report, 1967*, pp^Bt) and 83. 
4. S t a t i s t i c a l Digest No.4, 1966. The figure i s related to the 
year 1964-65 at constant factor costs from 1959-60 to 1964-65, p.223. 
* Henceforth referred to as 'The Co-operative Survey'. 
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Table 1.3 bears eloquent witness to the r u r a l 
poverty of East Pakistan. Despite more than 150 years of close 
association with the West, farming methods have changed very l i t t l e . 
Most of the implements used are made by the farmer himself or bought 
from the v i l l a g e craftsmen. The wooden scratch plough (langal) often 
i s not tipped with iron and i s drawn by a pair of bullocks. Seeds 
are broadcast by hand, and seedlings are transplanted without 
following a d e f i n i t e pattern. Cultivation i s mostly rain-rfed or by 
i r r i g a t i o n from r i v e r s or Khals. 
The only p o s s i b i l i t y of r a i s i n g a t h i r d crop i s 
from i r r i g a t i o n f a c i l i t y i n winter. An eff o r t has been made during 
the Second Five Year Plan to make use of low l i f t pump i r r i g a t i o n i n 
northern d i s t r i c t s . The tota l i r r i g a t e d land i s about 2.2% of the 
(2) 
c u l tivated area. 
2. Leading features of the a g r i c u l t u r a l s i t u a t i o n i n East-Pakistan. 
Having discussed some of the main indicators i n 
the preceding section, l e t us now discuss the leading features i n the 
ag r i c u l t u r a l s i t u a t i o n i n East-Pakistan. 
(1) A Khal i s a natural canal. 
(2) I r r i g a t i o n i n a monsoon land, op.cit., p.3. 
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(a) Density of population. 
With limited scope for urban e m p l o y m e n t , t h e 
increasing population has to f a l l back on agriculture. The j o i n t 
family system i s common and families covering three generations are 
(2) 
not unknown. 
To a farmer, land i s the only source of l i v i n g , the 
only object of i n t e r e s t . To him i t s security i s unquestioned. This 
attachment to land i s both r e a l and psychological, based on 
dependance on land for generations. 
With a high rate of growth of population the overall 
density i s 979 persons per square mile. In some f e r t i l e areas of 
the Dacca D i s t r i c t the average density varies from 10,000 to 26,000 ., O ) per square mile. 
The density of the r u r a l population or the average 
man-soil r a t i o i n terms of the t o t a l c ultivated area i s a more 
meaningful concept than the average density. The ov e r a l l man-land 
r a t i o was 0.60 acres i n 1960-61 which came down to 0.55 acres i n 
(4) 
1963-64. ' 
(1) The rate of urbanisation i n East-Pakistan i s very low about 4.4 p.c., 
vide The Second Five Year Plan, a p w i t . , p.333. 
(2) Hussain, A.F.A., Human and Social Impact of Technological Change i n 
Pakistan, Volume I , Oxford University Press, 1956, p.75. 
(3) I n the v i l l a g e Panam, the density i s 26,000 persons per square mile, 
' i r r i g a t i o n i n East-Pakistan', A paper read by Tamjida Begum i n The 
A l l Pakistan Science Conference i n Hyderabad i n 1967. 
(4) Government of East Pakistan, The East-Pakistan Bureau of S t a t i s t i c s , 
Abstract of Agric u l t u r a l S t a t i s t i c s of East-Pakistan (Land and Crop 
S t a t i s t i c s ) Volume I , p.8. and S t a t i s t i c a l Digest, No.3, op.cit., 
pp.17,76 and 77. 
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The actual pressure on land i s s t i l l , greater when 
the land-labour r a t i o i s estimated i n terms of area under actual 
c u l t i v a t i o n . This r a t i o was 0.49 acres i n 1961 and 0.46 acres i n 
1963-64 despite some increased acreage. 
High density of population has led to high i n t e n s i t y 
of land use. About 96 p.c. of the c u l t i v a b l e area has been put to 
a g r i c u l t u r a l u s e . ^ ^ Intensity of cropping which i s the r a t i o 
between t o t a l area cropped and net area sown, likewise has been very 
high: i t was as high as 148 i n 1960. 
These high r a t i o s of i n t e n s i t y of land use and 
i n t e n s i t y of cropping explain the l i m i t to the p o s s i b i l i t i e s of 
extensive c u l t i v a t i o n as there i s l i t t l e scope l e f t for horizontal 
expansion, the solution for food shortage has to be sought i n 
v e r t i c a l expansion with the help of i r r i g a t i o n , f e r t i l i z e r s and better 
managed crops. Multiple cropping i s only possible through winter 
i r r i g a t i o n . 
(b) Sub-division and fragmentation of holdings. 
One of the main .problems i n agriculture i s the low 
average s i z e of a g r i c u l t u r a l holdings, which has resulted from 
(1) Intensity of land use i s the percentage net sown area of c u l t i v a b l e 
land. Government of Pakistan, A g r i c u l t u r a l Census Organisation, 
Pakistan Census of Agriculture, 1960, Volume I , Table 13, p.114. 
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population increase and i n s t i t u t i o n a l factors, and es p e c i a l l y from 
the Muslim law of inheritance which provides for the d i v i s i o n of 
property equally among the number of h e i r s . The problem i s not only 
confined to East-Pakistan, as a recent United Nations report shows. 
The small average s i z e of holdings i s the outcome of successive 
sub-division and fragmentation. Fragmentation i s a form of sub-
d i v i s i o n , occuring when a single farm consists of a number of discrete 
(2) 
pieces of land scattered over wide areas. The average s i z e of 
holding i s 3£ acres but instead of being compact, these holdings i n 
East-Pakistan are usually divided into anything between 5 and 10 
(3) 
non-contiguous plots. Some of the economic consequences of t h i s 
(4) 
are that plots become small and of uneconomic s i z e s . Scattered 
over wide areas, they are d i f f i c u l t to improve, to supervise, to i r r i g a t e 
or to fence. 
(1) United Nations, Department of Economic A f f a i r s , Land Reform : 
Defects i n Agrarian Structure as Obstacles to Economic Development, 
New York, 1951, p.11. 
(2) F.A.O. The Consolidation of Fragmented Agri c u l t u r a l Holdings, 
Rome, 1950, p.5. 
(3) Huda, M.N., and others, Rural Cre.dit and Unemployment i n East 
Pakistan, 1956, Dacca University, Socio-Economic Survey Board, 
Dacca, 1958. (Hereafter referred to as the 'Dacca University Rural 
Survey'), Appendix B, p.19. 
(4) The s i z e of an economic holding i n East-Pakistan i s 8 acres, 
The Third Five Year Plan, op.cit., p.409. 
Land i s wasted i n providing boundaries and there i s 
wastage of man-hours and work animals i n moving from one plot to 
another. Small plots of ir r e g u l a r shapes make them unsuitable for 
rotation of crops. The maintenance of grazing animals on such plots 
becomes d i f f i c u l t . In extreme cases fragmentation may lead to 
quarrels and consequent l i t i g a t i o n over the possession of boundaries 
between plots. 
I n effect then, the average number of acres per 
a g r i c u l t u r a l worker i s about and acreage i n terms of actual 
cultivated land per head i s as low as 0.46. The average farm holding 
per family i s 3.5 acres, but 80 p.c. of farm families have l e s s than 
(2) 
3 acres and 1.5 m i l l i o n people are landless. Most holdings are so 
scattered that the use of improved methods of farming-is v i r t u a l l y 
ruled out. . 
(c) Low Capital formation i n agriculture. 
Agriculture by and large i s de f i c i e n t i n one major 
(3) 
input, that i s c a p i t a l , however one chooses to define and measure 
i t . Whether one r e s t r i c t s the term c a p i t a l to physical assets or 
(1) Human and So c i a l Impact of Technological Change i n Pakistan, 
op.cit., p.46. 
(2) The Report of Food and Agriculture Commission, op.cit., p.37. 
(3) The t o t a l value of a farmer's equipments i n Comilla i s on average 
between Rs. 13 to Rs 19. Farouk, A., and Rahim, S.A., Modernising 
Subsistence Agriculture, Oxford University Press, Dacca, 1967, 
pp.83-84. 
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includes expenditure on e.g. a g r i c u l t u r a l education, i t i s c l e a r that 
one must include both public and private expenditures. Thus 
government outlays on i r r i g a t i o n , land reclamation or coastal 
embankments have to be included i n estimating c a p i t a l formation no 
l e s s than a farmers expenditure on a hoe. I f one treats the 
Development Budget as comprising most of the public sector's c a p i t a l 
formation, then Table 1.4 shows that out of a t o t a l Development 
Budget of Rs 2260 m i l l i o n i n 1966/67 only 11% went on agriculture 
though some other heads must also be regarded as contributing more or 
l e s s d i r e c t l y to c a p i t a l formation i n agriculture. 
Private c a p i t a l formation i s however more d i f f i c u l t 
to estimate. I t can be done either by family budget studies i n which 
a l l receipts and expenditures are recorded, or a l t e r n a t i v e l y , by asking 
about expenditure on c a p i t a l goods. The l a t t e r method i s usually more 
successful as major items of expenditure are more e a s i l y remembered. 
This method has been used by Mr.Habibullah i n estimating private 
c a p i t a l formation i n r u r a l areas i n the monetized s e c t o r . I n t h i s 
study the r u r a l c a p i t a l formation i n two of the f i v e unions surveyed 
was negative and i n the r e s t i t was negligible. The main reasons were 
the absence of i n s t i t u t i o n a l f a c i l i t i e s for c r e d i t , high rates of 
i n t e r e s t charged by private lenders and the low income l e v e l of the 
(1) Habibullah, M., Some Aspects, of Rural Capital Formation i n East-
Pakistan. Bureau of Economic Research, Dacca University, 1963. 
(passim). 
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TABLE 1.4 .: Annual Development Plan for East-Pakistan i n 
1966-67. 
Sectors Total expenditure 
Rs m i l l i o n 
% 
1. Water 333 15 
2. Power 381 17 
3. Agriculture 248 11 
4. Industries, fuels and minerals 415 18 
5. Transport and Communication . 328 14 
6. Physical planning and housing 152 7 
7.. Education and training 151 7 
8. Health 92 4 
9. Works programme 150 7 
10. Social welfare ) 
11. Manpower and Employment ) 10 -
12. Survey and S t a t i s t i c s ) 
Total 2260 100 
Source: Economic Survey of East-Pakistan, 1966/67, 
op.cit., Table 3, p.6. 
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r u r a l masses. Lack of savings appeared to be the main cause of low 
ca p i t a l formation. Habibullah found that 80% of the farm families 
surveyed had no surplus for the period covered by the survey. 
I t was also observed that during s o c i a l and 
rel i g i o u s ceremonies l i k e marriage and naming, and also for 
l i t i g a t i o n s the more prosperous farmers were r e l a t i v e l y extravagant. 
A sum of Rs 100,000 was spent on these occasions because i t was 
customary for farmers to entertain friends, r e l a t i v e s and neighbours 
with a sumptuous dinner. Every r u r a l marriage was invariably 
(2) 
accompanied by a debt, mortgage of property or sal e of assets. 
The lack of savings i s due on the one hand to low 
income l e v e l s and on the other, to the absence of i n s t i t u t i o n a l 
f a c i l i t i e s for saving. D i f f i c u l t i e s of communication i n h i b i t saving 
i f farmers have to t r a v e l some distance to the nearest post-office or 
a branch of the Agr i c u l t u r a l Development Bank. In some cases t h e i r 
very existence i s not known. F i n a l l y , a f a t a l i s t i c philosophy affects 
t h e i r willingness to s a c r i f i c e present comfort for the future. 
(d) Underemployment, and Disguised Unemployment i n Agriculture. 
Countries l i k e India and Pakistan with heavy 
population pressure, are often instanced as surplus labour economies. 
(1) Some Aspects of Rural Capital Formation i n East-Pakistan, op.cit., 
p.97. 
(2) i b i d , p.91 and Human and Soc i a l Impact of Technological Changes i n 
Pakistan, op.cit., p.81. 
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I t i s said that 25 p.c. of the a g r i c u l t u r a l labour force i s 
underemployed i n India and P a k i s t a n . M a j u m d a r i n his 9 v i l l a g e 
study i n India says, "about 71% of the farmers are affected by 
(2) 
disguised unemployment". 
Agriculture cannot e a s i l y absorb additional numbers 
but i n the manufacturing sector the c a p i t a l i n t e n s i t y i s high which 
sets a l i m i t to the capacity to employ more labour. Manufacturing i n 
East-Pakistan has not yet gained much ground compared with West-
Pakistan. 
S t a t i s t i c a l measurement of unemployment i n agriculture 
i s d i f f i c u l t because, i t i s i n a disguised form. Any such measurement 
needs to take into account the following. 
( i ) Farming i s carried on by self-employed labourers 
who may spend a part of-their labour time i n non-farm a c t i v i t i e s and 
may themselves hire labour i n addition to the members of t h e i r family 
during a peak season. 
( i i ) The farm operations for crops l i k e jute and r i c e 
are seasonal i n character. The time table of a farmer i f he does not 
(3) 
grow jute shows three months of hard work and nine months of idleness. 
(1) F.A.O. Agricultural Credit i n Economically Underdeveloped Countries, 
Rome, 1959, p.27. 
(2) Majumdar, D.'s chapter i n (ed.) Eicher C. and Witt, L. op.cit., p.137. 
(3) Jack, J.C.The. Economic L i f e of a Bengal D i s t r i c t , A Study, Oxford 
University Press, London, 1916, p.39. 
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( i i i ) Certain processes l i k e weeding transplanting 
and harvesting of r i c e are laborious, because some of these processes 
are to be carried on i n mud and under the blazing sun, wherein a 
farmer needs longer hours of re s t than i n the case of other crops. 
( i v ) The farmers are i l l i t e r a t e and do not keep any 
regular account reporting t h e i r man-days accurately. Even i f reported, 
f u l l u t i l i z a t i o n might not have been made. 
(v) The potential labour-time should be distinguished 
from actual labour-time. The former depends on physical a b i l i t y while 
the l a t t e r on willingness and preference for l e i s u r e as against work. 
vacations, f e s t i v a l days or heavy r a i n f a l l and other natural calamities 
each year. 
3.5 p.c. of the exi s t i n g labour force^or 17 p.c. of the t o t a l number at 
work were underemployed. The actual number of the underemployed was 
estimated to be 2.5 m i l l i o n . 
The rate of under-employment as found by the study was 
the highest among the unpaid workers. Seasonal fluctuations were 
(1) Underemployment was assumed to e x i s t when the average working time 
per week was l e s s than 50 hours. 'Unemployment, Underemployment i n 
India, Indonesia, Pakistan and P h i l l i p i n e s ' , International Labour 
Review, Volume LXXXVI, No.4, Oct.1962,pp.379 and 381. 
( v i ) A c e r t a i n number of work-days are l o s t due to 
The man power survey conducted i n 1959 estimated that 
LOtrfc m e n 
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pronounced i n agriculture. About 48 p.c. of the labour force 
covered by the survey reported that they had a slack season during 
which almost two thirds of them worked for l e s s than 30 hours per 
week. The majority of the casual labourers found i t d i f f i c u l t to 
obtain work for more than 15 to 20 days per month during the slack 
seasons. 
The standard or norm period for full-employment of 
a farmer i n East-Pakistan as formulated by Colin Clark, was 2500 man 
hours, per year; he also needed 300 hours a year to look af t e r 1.7 
c a t t l e . On t h i s basis an East-Pakistani farmer needs roughly 4 acres 
i n addition to his c a t t l e to keep himself f u l l y employed with the use 
of e x i s t i n g manual t e c h n i q u e s . O n these assumptions, i t can be 
calculated that 7.4 millions or about 50 p.c. of the t o t a l labour 
(2) 
engaged i n agriculture i n 1961 were surplus. 
The survey carried out by Dacca University revealed 
that although unemployment was widespread the percentage of active 
(3) 
members among farm families completely unemployed was negligible. 
(1) Huq, M., The Strategy of Economic Planning, op.cit., pp.240-241. 
(2) This calculation of surplus labour i n agriculture i s on the same 
basis as the c a l c u l a t i o n by Mahbubul Huq for 1949-50. The 
Strategy of Economic Planning, op.cit., pp.240-241. 
(3) Dacca University Rural Survey 1956, op.cit., p.100. 
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A s i g n i f i c a n t p e c u l i a r i t y of unemployment i n E a s t -
P a k i s t a n i s t h a t during the peak seasons (sowing and h a r v e s t i n g ) 
t h e r e i s a shortage of labour i n some p a r t s of the p r o v i n c e . I n 
thes e p e r i o d s h i r e d labour i s employed i n a d d i t i o n to f a m i l y labour. 
Apparently t h i s r e f l e c t s a shortage of labour and the absence of any 
v i s i b l e unemployment. During o f f - s e a s o n s a farmer has no work at h i s 
farm and may be engaged i n some non-farm a c t i v i t i e s . So under-
u t i l i z a t i o n of labour time d u r i n g non-peak seasons i s c o n s i s t e n t w i t h 
the shortage of labour i n peak seasons. A farmer during a non-peak 
season may s t i l l spend h i s time i n the upkeep of h i s farm, l i k e 
f e n c i n g or weeding.and may pay g r e a t e r a t t e n t i o n to h i s l i v e s t o c k i n 
making them ready f o r the next c u l t i v a t i n g season. I n such a season 
he might seem unemployed but i n f a c t he i s not, as would be normally 
estimated. 
( e ) Land Tenure 
At p r e s e n t t h e r e a r e th r e e types of l a n d tenure i n 
E a s t - P a k i s t a n ; ( a ) Owner-farmers or Owner-operators who own la n d and 
operate t h e i r own farms; (b) tenants who c u l t i v a t e l a n d belonging to 
o t h e r s and pay f i x e d r e n t i n cash or i n kind; ( c ) owner-cum-tenants 
who own a p a r t of t h e i r farms and have the r e s t as t e n a n t s . B e s i d e s 
t h e s e , t h e r e a r e "Bargadars" or "Share Croppers" who c u l t i v a t e the 
lan d of a peasant p r o p r i e t o r . A l l labour, implements and seeds a r e 
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s u p p l i e d by them and i n a d d i t i o n , f o r the use of l a n d they pay a p a r t 
of the crop to the landlord.. T h i s s h a r e i s u s u a l l y as high as 50 p.c. 
of the t o t a l y i e l d . Over and above t h i s , t h e r e a r e l a n d l e s s r u r a l 
l a b o u r e r s who work on d a i l y rehumeration. 
During the Hindu r u l e i n undivided Bengal,the 
c u l t i v a t o r s ' r i g h t s to t h e i r l a n d were i n a l i e n a b l e and h e r e d i t a r y so 
long as they continued to pay t h e i r t a x to the v i l l a g e headman or 
zamindar. Payment was made i n k i n d a t the r a t e of one s i x t h of the 
t o t a l c r o p . ^ 1 ^ The Muslim r u l e r s of the l a t e r p e r i o d d i d not d i s t u r b 
the e x i s t i n g p a t t e r n except t h a t the s h a r e of the Crown was i n c r e a s e d . 
By the middle of the 17th c e n t u r y the Zamindars, 
strengthened t h e i r p o s i t i o n . The emergence of the E a s t - I n d i a Company 
as Diwan (revenue c o l l e c t o r ) i n some p a r t s i e d to widespread c o n f u s i o n 
( 2 ) 
about the p o s i t i o n of the Zamindars and the Company. T h i s confusion 
was sought to be r e s o l v e d by the Permanent Settlement i n 1793. 
As a r e s u l t of the Permanent Settlement r e s p o n s i b i l i t y 
f o r c o l l e c t i o n of revenues was given to the Zamindars who were to 
o b t a i n and t r a n s m i t a permanently f i x e d c a s h f e e to the s t a t e each y e a r . 
The s h a r e of the s t a t e was to be 9/10ths of the cash revenue c o l l e c t e d 
by them f o r the tenant, the r e s t to be r e t a i n e d by the Zamindars as 
( 1 ) Tepper, E., Changing P a t t e r n s of A d m i n i s t r a t i o n i n R u r a l E a s t -
P a k i s t a n , A s i a n s t u d i e s Centre, o c c a s i o n a l paper No.5, Michigan 
S t a t e U n i v e r s i t y , Chapter 1, p . l . 
( 2 ) Mukherjee, R.K., 'Land Tenure i n I n d i a ' , The E n c y c l o p a e d i a of 
S o c i a l S c i e n c e s , Volume IX, p.111. 
t h e i r payment. B e s i d e s , the Zamindars were allowed to take 
a d d i t i o n a l funds from new lands brought under c u l t i v a t i o n . ^ 1 ^ 
T h i s arrangement soon made the Zamindars not only 
revenue c o l l e c t o r s but de - f a c t o p r o p r i e t o r s and masters over the 
t e n a n t s . By the Permanent Settlement i t was intended to confirm the 
customary .rights of occupancy and prevent the enhancement of tax 
r a t e s or i m p o s i t i o n of any a r b i t r a r y assessment. But enforcement of 
p r o t e c t i o n of the r i g h t s of the " r a i y a t s " .(peasant p r o p r i e t o r s ) as 
o r i g i n a l l y intended, was d i f f i c u l t because the s e t t l e m e n t was w i t h 
the Zamindars and c l e a r l y the " r a i y a t s " were out of the p i c t u r e . 
As no d e f i n i t e p r o v i s i o n s were made i n the system f o r such p r o t e c t i o n , 
the peasants s u f f e r e d from o p p r e s s i v e e x a c t i o n s l i k e "abwabs" 
( 2 ) 
( s p e c i a l a d d i t i o n a l t a x e s ) and other i l l e g a l assessments. Moreover, 
the "Haptam R e g u l a t i o n " of 1799 gave wide and a b r i t r a r y powers' to the 
Zamindars. 
The Permanent Settlement was an outcome of the 
Government's o v e r r i d i n g concern f o r a t r o u b l e - f r e e , f i x e d revenue. But 
i t turned out to have u n d e s i r a b l e s i d e e f f e c t s f o r both the Government 
and the farmers. I t l e d to "absentee l a n d l o r d i s m " as the l a n d l o r d s 
( 1 ) Tepper, E., o p . c i t . , p.5. 
( 2 ) Mukherjee, R.K., 'Land Tenure i n I n d i a ' , o p . c i t . , p.111. 
( 3 ) Tepper, E., o p . c i t . , p.6. 
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abused power, n e g l e c t e d t h e i r d u t i e s towards i r r i g a t i o n , l e v i e d 
i l l e g a l c e s s e s and d i s p l a y e d l i t t l e p r a c t i c a l i n t e r e s t i n the upkeep 
of farms or improving the c o n d i t i o n s of the p e a s a n t r y , The Government 
l o s t touch w i t h r u r a l c o n d i t i o n s and the i n c r e a s e d revenue d i d not i n 
f a c t m a t e r i a l i s e . ^ " ^ The peasants were guaranteed very l i t t l e and were 
(2) 
p l a c e d a t the mercy of the l a n d l o r d . 
The most s e r i o u s outcome of the Permanent Settlement 
was perhaps the s u b - d i v i s i o n and s u b - i n f e u d a t i o n of the r i g h t s on l a n d . 
With the growth of p o p u l a t i o n and more i n t e n s i v e c u l t i v a t i o n , land 
v a l u e s and r e n t s i n c r e a s e d , and w i t h them, the a b s o l u t e margin between 
" r e n t " and "revenue". T h i s soon l e d to an i n f l u x of i n t e r m e d i a r i e s 
between the Zamindars and the c u l t i v a t o r s . A long c h a i n of r e n t 
r e c e i v e r s , such as "patnidars',' " d a r - p a t n i d a r s " , " s e - p a t n i d a r s " , 
(3) 
i n t e r v e n e d between the s t a t e and the c u l t i v a t o r s . S u b - i n f e u d a t i o n 
of such a nature reached " f a n t a s t i c p r o p o r t i o n s " i n some d i s t r i c t s 
( 4 ) 
where f i f t y or more i n t e r m e d i a r i e s were found to e x i s t . 
Poverty, the t r a n s f e r of l a n d to money l e n d e r s and 
the m u l t i p l i c a t i o n i n the c l a s s of i n t e r m e d i a r i e s l e d to an i n c r e a s e 
( 1 ) I b i d , pp.7-8. 
( 2 ) Government of Bengal, The Land Revenue Commission Report of 1940 
under the 'Chairmanship "of S i r F r a n c i s Floud) p.36. 
( 3 ) Mukherjee, R.'K., 'Land Revenue i n I n d i a ' , o p . c i t . , p ' . l l l . 
( 4 ) Tepper, E.", op.'cit., p."8." 
i n the number of l a n d l e s s r u r a l l a b o u r e r s . The e f f e c t s of the 
Permanent Settlement were such as to d e f e a t i t s very purpose and i n 
1940 the "Floud Commission" recommended i t s a b o l i t i o n . 
( 2 ) 
The system came under f u r t h e r a t t a c k l a t e r on, 
but i t was not u n t i l 1950, more than a hundred and f i f t y y e a r s a f t e r 
( 3 ) 
i t s i n c e p t i o n t h a t the Permanent Settlement was f i n a l l y a b o l i s h e d . 
The p r o v i s i o n s and o b j e c t i v e s of the A c t of 1950 
were: ( i ) the e l i m i n a t i o n of a l l i n t e r m e d i a r y r e n t r e c e i v i n g r i g h t s 
and i n t e r e s t s ; ( i i ) the a c q u i s i t i o n of a l l r i g h t s and i n t e r e s t s f o r 
the S t a t e on payment of compensation to Zamindars i n i n s t a l m e n t s ; 
( i i i ) the d i s t r i b u t i o n of l a n d over and above the c e i l i n g (3.3 a c r e s 
( 4 ) 
f o r an i n d i v i d u a l and 33.3 a c r e s f o r a f a m i l y ) among the c u l t i v a t o r s 
owning uneconomic holdings and l a n d l e s s a g r i c u l t u r e . 
The implementation of the Act has s t a r t e d and i s 
expected to be completed during the T h i r d F i v e Year P l a n p e r i o d . The 
( 1 ) I b i d , p.9. 
( 2 ) The Bengal A d m i n i s t r a t i v e Enquiry Committee 1944-45 and Rowlands 
Committee l a t e r d i s f a v o u r e d the Permanent S e t t l e m e n t . Tepper, E., 
o p . c i t . , p.9. 
( 3 ) I n February 1950, the E a s t Bengal S t a t e A c q u i s i t i o n and Tenancy 
Act was passed. The a c t u a l implementation s t a r t e d i n May 1951. 
I b i d , pp.9-10. 
( 4 ) The c e i l i n g was subsequently modified i n 1961 and i n c r e a s e d to 12,, 
-icres ana 125 a c r e s per f a m i l y as recommended by the Land Revenue 
Commission 1958. L i m i t s to the s u b s i s t e n c e and Economic holdings 
were f i x e d a t 3 and 8 a c r e s r e s p e c t i v e l y . See: The T h i r d F i v e Year 
P l a n , o p . c i t . , p.409. 
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r e v i s i o n a l s e t t l e m e n t w i l l take about 14 y e a r s to complete. 
Land reform i n E a s t P a k i s t a n came e a r l i e r than i n 
the other p a r t s of the sub-continent but i t has not g r e a t l y improved 
the p o s i t i o n of the p e a s a n t s . D e s p i t e the a b o l i t i o n of the Permanent 
Settlement a s i g n i f i c a n t a r e a under c u l t i v a t i o n i s under "Bargadars" 
or share-croppers and " t e n a n t s - a t - w i l l " who have no l e g a l r i g h t s on 
l a n d . The l a n d l e s s l a b o u r e r s a r e not covered by the A c t . Over the 
whole p r o v i n c e 38 p.c. of the l a n d h o l d e r s farming 44 p.c. of the land 
( 2 ) 
a r e s h a r e - c r o p p e r s . 
The f i x i n g of c e i l i n g s and r e d i s t r i b u t i o n of excess 
l a n d proved to be easy to evade. P a r t i t i o n of property on paper only 
and the system of "Benami" or nominees a r e p r e v a l e n t and consequently 
many owners s t i l l have land w e l l i n excess of the f i x e d c e i l i n g s . 
Even the permitted c e i l i n g s a re h i g h . The Act does not r e q u i r e the 
h o l d e r s to c u l t i v a t e the s o i l , thus l e a v i n g p l e n t y of l a t i t u d e f o r the 
( 3 ) 
p e r s i s t e n c e of "petty absentee l a n d l o r d i s m " . 
( 1 ) I b i d , p.410. 
( 2 ) The Report of.Food and A g r i c u l t u r a l Commission, o p . c i t . , p.39. 
( 3 ) Landlords a f t e r the Act have l e s s l a n d and consequently l e s s 
power than they used to enjoy under the Permanent Settlement. 
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CHAPTER TWO. 
RURAL CREDIT AND INDEBTEDNESS. 
1. R u r a l C r e d i t ; E n q u i r i e s and l e g i s l a t i o n . 
I n the l a s t chapter we saw how the p r e v a l e n c e of the 
Zamindari system c o n t r i b u t e d to the c r e a t i o n of an impoverished a g r a r i a n 
p o p u l a t i o n . P r i v a t e money l e n d i n g a t high r a t e s of i n t e r e s t f u r t h e r 
added to the poverty of the farmers. I n the course of s a l e or mortgage 
of l a n d to the money l e n d e r s , the number of l a n d l e s s peasants 
increased.. A l l t h e s e c o n d i t i o n s taken together i n c r e a s e d the poverty 
and burden of indebtedness to such an extent t h a t i t has been remarked 
t h a t the p o p u l a t i o n i n I n d i a " a t any known p e r i o d has never, been f r e e 
from d e b t " / 1 ^ 
Frequent famines from the l a s t q u a r t e r of the 
( 2 ) 
n i n e t e e n t h century onwards, l e d to v a r i o u s e n q u i r i e s i n t o the c a u s e s , 
nature and volume of indebtedness. These have been summarised by the 
Dacca U n i v e r s i t y R u r a l Survey Report and the o u t l i n e account given here 
i s based on t h e i r summary. 
( 1 ) Government of I n d i a , Famine Enquiry Committee, 1879, p.16. 
( 2 ) Famines occurred i n I n d i a during the y e a r s , 1861, 1866, 1868, 
1876-78, 1896 and 1899. 
G.B. HMSO, Report of the I n d i a n Famine Commission, 1901, pp.1-3. 
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The Bengal Banking Enquiry Committee 1929 was the 
f i r s t t o c a r r y out a comprehensive enquiry i n t o r u r a l f i n a n c e w i t h 
the twofold o b j e c t i v e of ( i ) s u g g e s t i n g ways and means by which 
farmers could o b t a i n c r e d i t f o r la n d improvement and f o r the marketing 
of the produce; and ( i i ) s u g g e s t i n g ways to s t i m u l a t e the h a b i t of 
investment. I t s f i n d i n g s on. the l e v e l and d i s t r i b u t i o n of 
indebtedness formed the b a s i s of most d e p e n d a b l e data f o r f u r t h e r 
( 1 ) 
comparisons. 
A l a r g e s c a l e v i l l a g e s urvey c o v e r i n g a i l the 
d i s t r i c t s of Bengal was conducted by the Board of Economic Enquiry i n 
1934. The r e p o r t gave v a l u a b l e i n f o r m a t i o n about the s i z e of h o l d i n g s , 
as w e l l as the income and expenditure of r u r a l f a m i l i e s . 
I n t h i s p e r i o d v a r i o u s other enactments were 
adopted f o r the c o n t r o l and r e g u l a t i o n of money l e n d i n g w i t h a view 
to p r o v i d i n g r e l i e f to the indebted f a r m e r s . The Usur i o u s Loans Act 
of 1926 provided some cover to the farmers a g a i n s t e x c e s s i v e r a t e s of 
i n t e r e s t and u n f a i r t r a n s a c t i o n s of the money l e n d e r s . A l l i t s 
p r o v i s i o n s were i n c o r p o r a t e d i n t o the Bengal Money Lenders* A c t 1933. 
( 2 ) 
T h i s Act f i x e d maximum r a t e s of i n t e r e s t and made p r o v i s i o n f o r 
(1 ) Dacca U n i v e r s i t y R u r a l Survey, o p . c i t . y p.13 and passim. 
( 2 ) The simple r a t e of i n t e r e s t was f i x e d a t 15 p.c. on secured and 
25 p.c. of unsecured l o a n s . The maximum compound r a t e of 
i n t e r e s t was f i x e d a t 10 p.c. f o r a l l l o a n s . 
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debtors to sue the c r e d i t o r s a g a i n s t t h e i r d i s h o n e s t manipulation of 
accounts. 
L a t e r t h i s Act was r e p l a c e d by the Act of 1939, which 
had p r o v i s i o n s f o r checking the m a l - p r a c t i c e s of money l e n d e r s . Under 
t h i s A c t , i f the l e n d e r s avoided r e c e i p t s f o r payments, the debtor 
c o u l d now d e p o s i t the sum i n the c o u r t . To a c h i e v e s u c c e s s , the A c t 
made i t o b l i g a t o r y f o r the l e n d e r s to ( i ) keep accounts of t h e i r 
t r a n s a c t i o n s and ( i i ) get themselves r e g i s t e r e d and l i c e n s e d . 
Under an e a r l i e r Act of 1935, known as the Bengal 
A g r i c u l t u r a l Debtor's A c t , Debt Settlement Boards were c r e a t e d f o r 
the r e d u c t i o n and amicable s e t t l e m e n t of any d i s p u t e d amount between 
debtors and c r e d i t o r s . 
During the Second World War, t h e r e were only minor 
l e g i s l a t i v e changes but an attempt was made i n t h i s p e r i o d to c a r r y 
out a p l o t by p l o t enumeration i n 77 randomly s e l e c t e d v i l l a g e s . T h i s 
(2) 
was conducted by S.M.Ishaque along w i t h the a g r i c u l t u r a l census. 
A f t e r independence i n 1947 the p a r t i t i o n of the 
p r o v i n c e caused a mass exodus of the non-muslim money-lenders r e s u l t i n g 
i n a shortage of c a p i t a l f o r a g r i c u l t u r e . I n 1951 the A g r i c u l t u r a l 
( 1 ) By the end of March 1944, a &o'tal debt of Rs 50 m i l l i o n was reduced 
t o Rs 18 m i l l i o n . T h i s was over 64 p.c. of the t o t a l c a s e s pending. 
W,adia P.A., and Merchant, K.T., Our Economic Problem, New Book Co, 
Bombay, 1946, pp.198-199. 
( 2 ) Dacca U n i v e r s i t y R u r a l Survey, o p . c i t . , p.15.. 
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Enquiry Committee was s e t up to review the s t a t e o f a g r i c u l t u r e and 
the e x i s t i n g i n s t i t u t i o n s of c r e d i t , t h e i r workings and t h e i r 
e f f e c t i v e n e s s . I n 1952 the Economic A p p r a i s a l Committee was s e t up 
to study g e n e r a l economic problems i n c l u d i n g problems of r u r a l 
c r e d i t . I n t h i s p e r i o d the A g r i c u l t u r a l Development F i n a n c e 
C o r p o r a t i o n the f i r s t i n s t i t u t i o n of i t s k i n d i n P a k i s t a n was s e t up. 
The p e r i o d s i n c e 1956 has w i t n e s s e d a marked 
i n c r e a s e i n o f f i c i a l concern. Although no attempt has been made to 
c a r r y out a survey on the s c a l e of the A l l I n d i a R u r a l C r e d i t Survey, 
a number of s m a l l e r o f f i c i a l and n o n - o f f i c i a l s urveys and s t u d i e s 
have been undertaken. Some p o s i t i v e s t e p s were taken such as the 
est a b l i s h m e n t of the A g r i c u l t u r a l Bank of P a k i s t a n and l a t e r i t s 
merger i n t o The A g r i c u l t u r a l Development Bank of P a k i s t a n to s o l v e the 
problems of r u r a l c r e d i t . 
I n 1956 a survey on r u r a l c r e d i t and unemployment was 
conducted by the Dacca U n i v e r s i t y Socio-Economic Survey Board under 
the j o i n t sponsorship and f i n a n c i n g of the S t a t e Bank of P a k i s t a n and 
the A s i a Foundation. I t was conducted on the b a s i s of a random sample 
of 3,144 households from 41 unions, i n four s e l e c t e d s u b - d i v i s i o n s . ^ ' ^ 
I t attempted to survey both the demand f o r and supply of c r e d i t . The 
demand f o r c r e d i t was i n f e r r e d from i n f o r m a t i o n about e.g. the s i z e of 
h o l d i n g s , the l e v e l of l i v i n g and the extent and d i s t r i b u t i o n of 
( 1 ) Dacca U n i v e r s i t y R u r a l Survey, o p . c i t . , p.7. 
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indebtedness. The supply s i d e of c r e d i t was e l i c i t e d b y - q u e s t i o n n a i r e s , 
i n t e r v i e w s and d i s c u s s i o n s about the p r a c t i c e of money l e n d i n g by 
p r i v a t e and i n s t i t u t i o n a l l e n d e r s . 
T h i s study was the f i r s t of i t s k i n d , as i t . c o n s i s t e d 
of e x t e n s i v e p e r s o n a l i n t e r v i e w s of s e l e c t e d households u s i n g 
s o p h i s t i c a t e d s t a t i s t i c a l t e c hniques. 
I n 1957, the A g r i c u l t u r a l Bank of P a k i s t a n was c r e a t e d 
and i t c o - e x i s t e d w i t h the A g r i c u l t u r a l Development Finance 
C o r p o r a t i o n u n t i l 1961 when the two i n s t i t u t i o n s were merged. T h i s . 
followed the recommendation of the C r e d i t Enquiry Commission i n 1959 
which had i n q u i r e d i n t o the p r o v i s i o n of c r e d i t to a g r i c u l t u r e t r a d e 
i 
and i n d u s t r y . The Food and A g r i c u l t u r e C o m m i s s i o n ^ ^ i n 1960 prepared 
a comprehensive c o m p i l a t i o n of o f f i c i a l s t a t i s t i c s on v a r i o u s a s p e c t s 
of a g r i c u l t u r a l p r o d u c t i o n . 
I n the same year a 'Rural C r e d i t Fund' was s t a r t e d by 
the S t a t e Bank of P a k i s t a n . I n 1962 an-'Action Plan* f o r the 
c o - o p e r a t i v e s was. prepared by the S t a t e Bank. 
I n 1965, a committee on a g r i c u l t u r a l c r e d i t was s e t 
up under the chairmanship of S.M.Hasan, w i t h the f o l l o w i n g o b j e c t i v e s 
v i z . ( i ) to a s s e s s the a g r i c u l t u r a l c r e d i t , needs of the province, and 
( 1 ) I t had the d i s t i n g u i s h e d membership of Dr.A.G.Black and G a i t s k e l l . 
I t a l s o secured a d v i s o r y s e r v i c e s from e x p e r t s of the World Bank, 
the FAO, the ICA and the Colombo P l a n . 
Report of the Food and A g r i c u l t u r e Commission, o p . c i t . , p.4. 
to suggest programmes f o r the d i s t r i b u t i o n of l o a n s ; ( l i ) to make 
improvements i n the d i s t r i b u t i o n of loans o f f e r e d by the e x i s t i n g 
a g e n c i e s ; ( i i i ) to f i n d out reasons f o r the poor recovery of loans 
and ( i v ) suggest c o n c r e t e measures f o r improved r e c o v e r i e s . 
F i n a l l y i n 1966 a survey was made by the Co-operative 
. . S t a t i s t i c a l and Research O r g a n i s a t i o n which provides up to date 
( 2 ) 
i n f o r m a t i o n about indebtedness and matters r e l a t e d to r u r a l c r e d i t . 
2. R u r a l indebtedness: 
Borrowing among the farmers i s common and i n most 
a g r a r i a n economies the pro p o r t i o n of debt f r e e farmers i s very s m a l l . 
I n 43 out of 75 d i s t r i c t s studied, i n I n d i a , i n 1951-52, 50 to 96 p.c. 
of the f a m i l i e s of s m a l l farmers r e p o r t e d having borrowed.during the 
y e a r . I n T h a i l a n d i n 1953, one t h i r d to two f i f t h s of the s m a l l 
farmers i n the c e n t r a l p l a i n r eported having borrowed during the 
(3) 
preceding f i v e y e a r s . 
( 1 ) The Committee was s e t up under government n o t i f i c a t i o n no.V -
12-i9 64/75 dated January 1965, h e r e a f t e r r e f e r r e d to as Hasan 
Committee Report. Hasan Committee Report (unpublished 
mimeographed copy), P r e f a c e , p . l . 
( 2 ) The Co-operative Survey, January 1966. ( P a s s i m ) . 
( 3 ) ECAFE/FAO C r e d i t Problems of Small Farmers i n A s i a and the F a r 
E a s t , United Nations A g r i c u l t u r a l D i v i s i o n , Bangkok 1957, p.6. 
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Farmers borrow not only f o r p r o d u c t i v e purposes 
l i k e buying seeds, implements or b u l l o c k s but a l s o because on t h e i r 
s m a l l farms they f r e q u e n t l y f a i l to grow enough to s u r v i v e . A 
c u l t i v a t o r may a l s o borrow to t i d e him over n a t u r a l c a l a m i t i e s . R u r a l 
indebtedness i s a d i r e c t outcome of the poverty of the r u r a l a r e a s . 
The onset of famines during the l a s t c entury and the d e p r e s s i o n of 
1929, (by a f f e c t i n g the p r i c e s of a g r i c u l t u r a l crops unfavourably) 
accentuated the poverty so much t h a t , to quote the words of the 
Royal Commission on A g r i c u l t u r e , "the m a j o r i t y of the c u l t i v a t o r s 
were born i n debt, l i v e d i n debt and d i e d i n debt p a s s i n g the burden 
on to those who followed them". T h i s shows t h a t the burden was not 
only g r e a t but was a l s o h e r e d i t a r y i n n a t u r e . Even a t present the 
h e i r of a farmer i n h e r i t s h i s f a t h e r s debt and o b l i g a t i o n s along w i t h 
the s h a r e of the property. Debts may o f t e n pass down s e v e r a l 
g enerations as farming and money-lending a r e both h e r e d i t a r y 
p r o f e s s i o n s and a r e operated a c c o r d i n g l y . 
A l a r g e p a r t of the r u r a l loans was provided i n the 
p a s t by the money l e n d e r s . S i n c e the p a r t i t i o n money-lending by 
p r o f e s s i o n a l money-lenders has more or l e s s ceased and i t has been 
taken over mostly by the l a n d l o r d s and other w e l l to do r u r a l people. 
Usury has always been condemned as i t i s p r o h i b i t e d 
by r e l i g i o n . N e v e r t h e l e s s , the l e n d e r s have found ingenious ways of 
g e t t i n g round the sentiments a g a i n s t usury. One of the common 
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p r a c t i c e s i s t h a t , loans a r e granted i n terms of paddy before the 
h a r v e s t , ( t h e p r i c e i s c a l c u l a t e d i n terms of money) and the 
repayment of such loans has to be made i n terms of paddy j u s t a f t e r 
the h a r v e s t when crop p r i c e s a r e r e l a t i v e l y lower. 
The farmers may sometimes borrow from s e v e r a l 
money-lenders. I n s t e a d of borrowing from one, a farmer might mortgage 
h i s l a n d w i t h one pledge h i s j e w e l l e r i e s w i t h another and borrow on 
the s e c u r i t y of crops from s t i l l another. 
I n the case, of loans.advanced by the t r a d e r s and 
d e a l e r s , these a r e c o n t r a c t e d without any i n t e r e s t charge, on the 
promise of the borrower to s e l l h i s crops to the l e n d e r . These 
"advance purchase p r i c e s " appear as though they were i n t e r e s t f r e e 
l oans but i f one looks more c l o s e l y a k i n d of " d i s g u i s e d i n t e r e s t " 
can be d e t e c t e d because the l e n d e r pays a much s m a l l e r p r i c e f o r 
crop s . I n the absence of s t o r a g e , the farmers dare not offend the 
l e n d e r s , and are compelled to s e l l the crops to them. . The peasants on 
many o c c a s i o n s a r e cheated by the t r a d e r i n weights and measures. 
( 1 ) J ack, J.C., The Economic l i f e of a Bengal D i s t r i c t , o p . c i t . , 
P.97. 
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The E x t e n t of Indebtedness; 
I n 1928/9 t o t a l r u r a l indebtedness was estimated to 
be Rs 1,000 m i l l i o n i n Undivided Bengal. The Dacca U n i v e r s i t y R u r a l 
Survey found i n 1956 t h a t between 66 and 87 p.c. of f a m i l i e s i n the 
d i f f e r e n t v i l l a g e s surveyed were i n d e b t . ^ ^ The r e c e n t Co-operative 
Survey has found t h a t indebtedness i s p r e s e n t i n about 54 p.c. of the 
( 2 ) 
t o t a l r u r a l f a m i l i e s surveyed. The average outstanding l o a n per 
indebted f a m i l y was found to be Rs.275 and the average requirement per 
( 3 ) 
indebted household was Rs 309. 
A comparison between the l e v e l s of indebtedness i n 
the p a s t and the p r e s e n t as found by the v a r i o u s s t u d i e s i s given i n 
T a b l e 2.1. The f i g u r e s a r e not, of course, s t r i c t l y speaking 
comparable as they r e l a t e to d i f f e r e n t p e r i o d s and have been c o l l e c t e d 
by d i f f e r e n t methods over d i f f e r e n t a r e a s . F o r i n s t a n c e the e a r l i e r 
e n q u i r i e s were made f o r the e n t i r e d i s t r i c t whereas i r i : t h e s u rveys 
conducted by the Dacca U n i v e r s i t y and the Co-operative D i r e c t o r a t e , 
the s u b - d i v i s i o n was chosen as the u n i t . A l s o average p r i c e l e v e l s 
have g r e a t l y changed over the p e r i o d and t h i s v i t i a t e s any comparison. 
N e v e r t h e l e s s , the t a b l e makes i t c l e a r t h a t indebtedness has been 
( 1 ) Dacca U n i v e r s i t y R u r a l Survey, 1956, o p . c i t . , Appendix B, 
. Table 7 ( C ) , p.26. 
( 2 ) The Co-operative Survey 1966, o p . c i t . , p.28. 
( 3 ) I b i d , p.29 and p.83. 
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TABLE 2.1 : Average indebtedness per f a m i l y i n four 
d i s t r i c t s . 
( i n Rupees) 
Sources and Year D i s t r i c t 
Dacca Noakhali Rangpur F a r i d p u r 
1. The Banking Enquiry 
Committee 1929. 228 194 189 80 
2. Dacca U n i v e r s i t y 
R u r a l Survey 1956. 200 310 106 137 
3. The Co-operative 
Survey 1966. 209 399 42 124 
Sources: Dacca U n i v e r s i t y R u r a l Survey, 1956, o p . c i t . , p.47 and 
The Co-operative Survey 1966, o p . c i t . , p.27. 
p e r s i s t e n t and d e s p i t e the r i s e of a g r i c u l t u r a l p r i c e s t h e r e has not 
been any s i g n i f i c a n t improvement i n the farmers' c o n d i t i o n s and as 
such t h e r e has not been any steady d e c l i n e i n indebtedness of the 
farm f a m i l i e s . The e x c e p t i o n i s Rangpur where i t appears t h a t the 
growing use of low l i f t pump i r r i g a t i o n has brought g r e a t e r 
s t a b i l i t y to h a r v e s t s which may e x p l a i n a . s i g n i f i c a n t f a l l i n 
indebtedness. 
The Dacca U n i v e r s i t y R u r a l Survey has r e v e a l e d some 
important new f a c t s . For i n s t a n c e i t shows t h a t o l d debts were 
roughly one t h i r d of the outstanding debt and t h a t the r a t i o of 
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disinvestment to outstanding debt per family was roughly one 
thir d of the t o t a l . I t also revealed that one.way i n which 
indebtedness was sometimes reduced was by the bankruptcy of the 
lenders I L a s t l y , the higher l e v e l of indebtedness in some 
d i s t r i c t s r e f l e c t e d greater v u l n e r a b i l i t y of these areas to the 
vagaries of nature. 
A large part of the money borrowed - often as much 
(2) 
as 70 p.c. i s spent on family maintenance. T h i s . i s because i n the 
tight budget of a farmer the questions of "subsistence" and 
v 
" s u r v i v a l " get p r i o r i t y over development. As i n s t i t u t i o n a l lenders 
are unwilling to lend for. such purposes i t helps to explain, as we 
s h a l l see, why i n s t i t u t i o n a l sources are responsible for only an 
(3) 
i n s i g n i f i c a n t part of the t o t a l r u r a l loans. 
The following table shows how loans were distributed 
between different purposes in the two recent surveys and brings out 
c l e a r l y how much of the money borrowed i s for family expenditure. 
I t also shows that non-farm business expenditures 
covered a s i g n i f i c a n t part of t o t a l debts. A small percentage of loans 
went towards the repayment of previous loans. (1) Dacca University Rural Survey, op.cit., pp.46-47. 
(2) Report of the Pakistan A g r i c u l t u r a l Enquiry Committee 1951^-52 
op.cit., p.76 and, Dacca University Rural Survey, op.cit., p.61. 
(3) In 1956 as surveyed by the Dacca University study 0.6 p.c. of 
the t o t a l loans was supplied by Co-operatives. 
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As i n the case of Table 2.1, i t would be 
wrong to attach much significance to the changes between 
1956 and 1966 because the surveys were not conducted on a 
comparable basis; nor should one read too much into the 
difference between, e.g. Rangpur and Narail i n 1966. The 
table i s presented only to highlight what a high 
proportion of loans went on non-farm and family expenditures 
as d i s t i n c t from expenditure on farming. In neither year 
and i n no D i s t r i c t did t h i s account for l e s s than about 60% 
of the money borrowed. 
Cheap and easy a v a i l a b i l i t y of cred i t 
i s a prime necessity for a c u l t i v a t o r . But due to the 
s c a r c i t y of sources i t i s the cu l t i v a t o r who pays the highest 
of premiums whereas credit i s r e l a t i v e l y cheap for business 
and other enterprises. 
As the c a p i t a l market i s not well 
developed, there are only few i n s t i t u t i o n s and these cover 
an i n s i g n i f i c a n t part of the r u r a l areas. As a r e s u l t a 
cu l t i v a t o r has no alte r n a t i v e but to borrow from money-lenders, 
traders, shop-keepers, and landlords at very high rates of 
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i n t e r e s t . (1) In private borrowing or borrowing from 
private sources, rates of in t e r e s t are high, much higher 
than on loans from i n s t i t u t i o n a l agencies. The cost 
of such loans i s very high i n a l l a g r i c u l t u r a l countries. 
Thus in India rates of int e r e s t on private loans range 
from 25 to 75 p.c. (2) For unsecured loans the rate may 
be up to 300 p.c. per annum. (3) The Philippines have 
rates varying from 25 p.c. to 400 p.c. per year. (4) In 
Ceylon the private traders charge i n t e r e s t as high as 
50 p.c. per annum and i n Indonesia between 3 and 4 p.c. 
(5) 
per month. 
(1) Land Reform, op.cit., p.38. 
(2) A l l India Rural Credit Survey as quoted by Agr i c u l t u r a l 
Credit i n Economically Underdeveloped Countries, op.cit., 
p.61. 
(3) Land Reform, op.cit., p.38. 
(4) Credit Problems of Small Farmers of Asia and the Far East, 
op.cit., pp.10-11. 
(5) A g r i c u l t u r a l Credit i n Economically Underdeveloped Countries, 
op.cit., p.61. 
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In Pakistan the rates charged by private lenders 
vary from 30 to 300 p.c. per annum^^but the i n s t i t u t i o n a l agencies 
charge much lower rates of i n t e r e s t . Among the l a t t e r , Co-operatives 
(2) 
charge from 6 to 9.p.c. The rates charged by the Revenue 
(3) 
Department on Taccavi loans i n East-Pakistan are 6£ to 7 p.c. 
while the A.D.B.P. charges 7 p.c. on short and medium term loans and 
(4) 
6 p.c. for long term loans. 
The Dacca University Survey has found that the 
money-lenders charged rates between 46 to 69 p.c. per annum. Loans 
by marketing intermediaries and i t i n e r a n t traders were found to be at 
between 38 and 81 p.c. Rates on loans from friends and r e l a t i v e s 
ranged from 33 to 62 p.c. whereas the v i l l a g e well-to-do people granted 
loans at 31 to 89 p.c. a year. The shop-keepers were found to maintain 
t h e i r rates between 38 to 100 p.c. per y e a r . ^ ^ Thus as found by the 
survey, the rates charged by the well-to-do v i l l a g e r s , shop-keepers 
and marketing intermediaries were higher than the rates charged by the 
money lenders. 
(1) Report of the Pakistan A g r i c u l t u r a l Enquiry Committee, op.cit., 
p.80. 
(2) State Bank of Pakistan, A g r i c u l t u r a l Credit Department. 
Agricultural Credit i n Pakistan, Karachi, Dec.1962, p.50. 
(3) I b i d , p.32. 
(4) Government of Pakistan, Ministry of Finance, Pakistan Economic 
Survey, 1965-66, p.136. 
(5) Dacca University Rural Survey, op.cit., Appendix B, table 15(a) 
p.43. 
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This finding c o n f l i c t s with the common b e l i e f that 
money lenders charge the highest rates of i n t e r e s t . I t may be due 
to the fact that the money lenders are subject to legal maxima while 
for other lenders no c e i l i n g i s fixed and they can charge ar b i t r a r y 
rates i r r e s p e c t i v e of the c e i l i n g i n the Money Lenders* Act. 
Some loans are made at compound i n t e r e s t . Once 
such a debt i n incurred, i t mounts with amazing r a p i d i t y . In 1906-
1910 h a l f of the t o t a l debt throughout Faridpur d i s t r i c t was r e a l l y 
the r e s u l t of compounded rates of i n t e r e s t . 
A large part of the loans i s contracted at in t e r e s t 
of a non-mpnetary.form. The,interest i n such cases i s either paid i n 
terms of some crop i n addition to the pr i n c i p a l sum, or by a transfer 
of the use of land from the borrower to the lender, i n t e r e s t being 
r e a l i s e d out of the use of land. The possession of land i s retained 
by the lender u n t i l the loan i s f u l l y repaid. Generally speaking, 
friends.and r e l a t i v e s offer loans on such terms. 
In case of transfer of the use or possession of land 
two types are prevalent. The f i r s t , "Khaikhalashi" or usufructuary 
mortgage, i s a system i n which a borrower transfers his right to use 
the plot to the lender for a stated period. At the end of the period 
(which i s generally 15 years), both the pr i n c i p a l and the i n t e r e s t are 
(1) Jack, J.C., The Economic L i f e of a Bengal D i s t r i c t , op.cit., 
pp.100-101. 
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considered as repaid. A second variant i s mortgage by conditional 
s a l e . Under th i s system, the borrower executes a mortgage deed i n 
favour of the lender. The condition of the mortgage i s that i f the 
money i s repaid within the stipulated time, the borrower gets his 
land back, but i n case he cannot do so, i t remains permanently i n 
the possession of the lender. This system i s l o c a l l y known as 
'Saf-Kahala - Chukti Kahala* which means "clean s a l e and conditional 
mortgage". I t i s a conditional mortgage because i f the borrower 
repays the loan, he recovers his land, otherwise, i t goes to the 
permanent possession of the lender as i n the case of a clean s a l e . 
Conditional sales sometimes may be i n 'Kot* or 
unwritten form. Formerly under t h i s system, a transfer of the 
possession of land to the lender could be l e g a l l y effected i f the 
borrower f a i l e d to repay at the expiry of the contract. Through t h i s 
system there has been a continuous transfer of land to the professional 
money-lenders, u n t i l with the amendment of the Bengal Tenancy Act of 
1940, a check was given to such a transfer and i t l e g a l i s e d only 
usufructuary mortgage. I t also put a check to the malpractice of the 
money-lenders who evaded repayment of loans, with a view to getting 
the possession of land.^ 1^ The system of 'Kot Kabala* or unwritten 
mortgage i s s t i l l prevalent i n East-rPakistan under which transfer of 
(1) Dacca University Rural Survey, op.cit., Appendix A-2, p.7. 
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land takes place by verbal contract, i n s p i t e of the fact that such 
transfers have no legal b a s i s . 
Besides there are cases when the borrower i s 
obliged to promise the standing crop to the lender, who advances a 
loan on such commitments. The l o c a l name of such an advance i s 
*dadon'. 
Sometimes a shop-keeper or a dealer charges a higher 
price for goods sold on c r e d i t . Over and above these, there are 
(2) 
i n t e r e s t free loans which may be termed as 'mutual loans'.. About 
29 to 66 p.c. of the t o t a l loans i n surveyed areas were i n t e r e s t - f r e e 
i n 1956. ( 3 ) 
As regards i n t e r e s t i n non-monetary form, i t i s 
even more harmful than high money ra t e s . Under such terms of lending, 
land ultimately passes into the possession of the lenders. I n the case 
of a usufructuary mortgage, the agreed period being too long, i s 
v i r t u a l l y tantamount to a s a l e , e s p e c i a l l y when the loan i s large and 
(4) 
the borrower i s never i n a position to repay. I n the case of a 
(1) Dacca University. Rural Survey, op.cits, Appendix A-2, p.7. 
(2) Farmer A borrows from farmer B and repays back when he i s well-off 
and may lend to farmer. B, when and i f asked. 
(3) Dacca University Rural Survey, op.cit., p.74. 
(4) I b i d , Appendix A-2, p.7. 
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mortgage by conditional s a l e i n 'Kot* the contract i s unwritten, 
verbal and cannot be l e g a l l y enforced. 
Sale of crops to the dealer sometimes involves a 
farmer i n great losses. This happens because the borrower i s 
compelled to s e l l h i s crop j u s t a f t e r the harvest, but when buying, 
he buys at a higher price from the same dealer. The lender i s 
mostly a person who markets the crops. I n the absence of storage 
f a c i l i t i e s a borrower dare not offend the lender, because i f he does, 
he not only loses h i s future prospects of loans but also a marketing 
agent for his crop. 
These are only some of the ways i n which a farmer 
i s exploited. Such exploitation brings a large margin of p r o f i t to 
the lenders. The borrowers i n these ways become "ti e d to the 
merchant, landlord or money-lender and lose t h e i r individual freedom 
(2) 
of mane'ouvre". Nevertheless, and even though they cost more, 
farmers have always preferred loans from private sources, rather than 
borrow from i n s t i t u t i o n a l lenders. The reason i s that the private 
lenders have been more responsive to t h e i r p a r t i c u l a r needs and have 
asked fewer questions about the uses to which the loans were to be 
(1) I b i d , Appendix A-2, p.7. 
(2) A g r i c u l t u r a l Credit i n Economically Underdeveloped Countries, 
op.cit., p.63. 
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put. Since no one need know about a private loan, the farmers' 
" i z z a t " (prestige) i s not jeopardized. 
of i n t e r e s t are as follows:- F i r s t l y , the cost of managing small 
accounts i s high, secondly, the i n t e r e s t includes an element of 
insurance against the r i s k s normally associated with agriculture 
and against default; t h i r d l y , the money-lenders are i n a strong 
bargaining position; f i n a l l y given the s c a r c i t y of i n s t i t u t i o n a l 
c r e d i t i n r u r a l areas, the high i n t e r e s t on private loans i s a 
r e f l e c t i o n of the r e l a t i v e demand and supply for loans. 
important i n affecting the demand for and the supply of c r e d i t . 
C l e a r l y the more creditworthy a borrower and the greater value of 
any assets he might be able to pledge, the better are the terms on 
which he can borrow. Small farmers who lack tangible assets, often 
have to borrow on personal security and are thus forced to pay higher 
i n t e r e s t . I n India i t was found that 70 p.c. of a l l loans were 
secured on t h i s .basis. 
offef.r as securit y . For a lender i t has the advantage of being 
immovable and i s therefore preferred to any other form of securit y . 
Sometimes i t i s not merely the t i t l e to the land 
which i s pledged but also the right to c u l t i v a t e i t . In some cases, 
The reasons why private lenders charge high rates 
The nature of security a borrower can offer i s 
r 
Land i s generally the only asset a c u l t i v a t o r can 
9 
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transfer of the right to use the land i n favour of the lender, 
includes both.the p r i n c i p a l as well as the in t e r e s t rate. In 
other cases, a more rigorous custom i s followed where the 
pri n c i p a l and the in t e r e s t are paid over and above the right to 
use land and enjoy the crop. Khaikhalashi or usufructuary mortgage 
i s a variant of the former type. 
Mortgages i n the guise of a sal e or lease as has 
been explained e a r l i e r , are also common and are a variant of the 
l a t t e r type. 
In addition, there are other types of s e c u r i t i e s 
or guarantees that are accepted. There i s the simple mortgage under 
which the borrower f o r f e i t s any right to the use of land u n t i l the 
l a s t b i t of loan i s repaid.,. I n the case of default the lender can 
seek leg a l redress and get a decree from the court for the 
re a l i z a t i o n of the loan. Then there i s the mortgage of movable 
property. Although not very common there are cases when ornaments 
and other valuables are pledged which are received back by the 
borrower on payment of the dues. 
F i n a l l y , bonds are sometimes executed giving the 
lender the right to use the borrower's land on the basis of share 
cropping u n t i l the loan has been repaid. 
(1) Dacca University Rural Survey, op.cit., p.84. 
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We saw e a r l i e r that most loans are unsecured and 
advanced by friends and r e l a t i v e s . Ties of friendship and family 
are then regarded as c o l l a t e r a l for the loans. Where land i s 
pledged, usufructuary mortgages or khaikhalashi are the most 
common type prevalent i n East-Pakistan. 
The use of land as se c u r i t y has now been 
circumscribed by land reform which has r e s t r i c t e d the alienation 
of land. Land can therefore no longer be pledged and consequently 
i t i s reasonable to expect s t i l l higher money rates of int e r e s t 
on loans from private sources. 
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PART I I 
CHAPTER THREE 
SUPPLY OF CREDIT 
The.previous chapter dealt e s s e n t i a l l y with the 
demand for c r e d i t , and examined various aspects of r u r a l 
indebtedness such as i t s extent, the d i s t r i b u t i o n of loans, rates 
of i n t e r e s t and the s e c u r i t i e s offered. 
This chapter deals with the supply of c r e d i t . 
1. Needs for Credit. 
Credit i s needed by farmers for production, processing 
and marketing of crops. As has been mentioned e a r l i e r , the majority 
of the farmers i n East-Pakistan are not usually i n a position to 
maintain themselves from one harvest to another without having recourse 
to borrowing. 
Commercial banking i n East-Pakistan caters for the needs of the urban 
populations and cannot provide a serv i c e for. people i n r u r a l areas who 
are generally not i n a position to offer the kind of security and 
c o l l a t e r a l normally expected by banks. A cr e d i t i n s t i t u t i o n serving 
the farmers needs to have a sp e c i a l understanding of agriculture and of 
52. 
what goes on i n a v i l l a g e . Commercial banks are not well adapted to 
t h i s need. 
Assuming that the farmers borrow i n order to produce, 
process and market the crops and cover intercrop maintenance, the 
types of cr e d i t needed by farmers are as follows: 
( i ) Seasonal cr e d i t which i s required year a f t e r year to tide 
farmers over the period between sowing and harvesting. 
( i i ) Developmental cre d i t needed for permanent improvements of land, 
e.g. fencing, embankments or the l e v e l l i n g of land. 
( i i i ) I n addition, farmers borrow to pay for intercrop maintenance, 
to pay medical expenses, school fees, and even ordinary day to 
day purchases of consumer goods. 
Another way of c l a s s i f y i n g what farmers borrow i s to 
distinguish between short, medium and long term loans. 
Short term loans of from twelve to eighteen months 
are mostly seasonal i n character, needed for growing a p a r t i c u l a r crop. 
A farmer needs such a loan for r a i s i n g or harvesting "k'harif" (summer) 
and "Rabi" (winter) crops. 
Short term loans are also needed to buy seeds and f e r t i l i s e r s or to 
pay hired labour. Sometimes loans are even used for the ordinary 
expenses of i i v i n g or for house r e p a i r s . They are also needed for 
socio-religious ceremonies or to pay land revenue and i r r i g a t i o n charges. 
In some cases loans are needed for buying plough c a t t l e where the 
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farmer i s too poor to maintain c a t t l e during the i d l e period. 
Medium term loans normally cover a period from 18 
months to 5 years. These loans are required for meeting 
developmental expenses such as the purchase of c a t t l e , implements, 
i n s t a l l a t i o n of tube-wells, land improvements, small i r r i g a t i o n 
schemes, repair of wells e t c . • Medium, term loans i n f a c t are spent 
on fixed assets and help fixed c a p i t a l formation. 
Small farmers cannot normally borrow for such 
purposes because they are not i n a position either to pay the 
i n t e r e s t or to repay the loans. The main recipients of such loans 
are medium and large-sized farmers. 
A long term loan i s advanced for f i v e years or more. 
These are needed for the purchase or reclamation of land or for 
making permanent improvements such as the construction of embankments, 
i r r i g a t i o n channels or tube w e l l s . 
In East—Pakistan, the basic need of a small farmer 
i s e s s e n t i a l l y for short term loans. Sometimes he may ask for a 
medium term loan to buy a plough or an implement. Longer term loans 
are t o t a l l y out of his reach, because he i s not i n a position to 
i n i t i a t e improvements l i k e the construction of embankments and 
i r r i g a t i o n channels for his small plot. Moreover i t i s worthwhile 
for him to r e l y on short and medium term loans, making improvements 
which are immediate. The small farmer generally cannot offer the kind 
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of security needed for longer term loans. 
We have seen that a good deal of borrowing takes 
place to finance consumption rather than d i r e c t l y for productive 
a c t i v i t i e s . 
In 1956 more than two-thirds of the loans incurred 
by farm families i n East Pakistan were made on household 1 
expenditures.^^ I t i s generally argued that loans incurred for 
other than productive purposes are wasteful. But one heeds to 
remember that i n most underdeveloped countries a g r i c u l t u r a l operations 
are family-based and accordingly c r e d i t used to finance consumption 
may be indistinguishable from loans raised to pay for (hired) family 
labour. Consequently i t i s often impossible to distinguish between 
(2) 
working expenses on the farm and l i v i n g expenses for the family. 
2. Private Credit. 
In East Pakistan the cu l t i v a t o r s borrow either from 
private or i n s t i t u t i o n a l sources. 
Private loans are taken from the following sources -
(3) 
( i ) Money lenders, Banias or Mahajans . 
( i i ) Well-to-do r u r a l people. 
(1) Dacca University Rural Survey, dp.cit., p.61. 
(2) F.A.O. Guide to the Methods and Procedures of Rural Credit 
Surveys. Rome 1962, p.11. 
(3) Banias or Mahajans are mostly v i l l a g e traders who are also 
professional money lenders. 
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( i i i ) Friends and r e l a t i v e s . 
( i v ) Shop-keepers. 
(v) F a r i a , Bepari or i t i n e r a n t traders. 
Let us look at each i n turn. 
( i ) Money lenders may or may not be registered. In the past (before 
p a r t i t i o n ) they had been the most important source of cr e d i t i n the 
whole of the sub-continent. This position, however, has changed as a 
r e s u l t of p a r t i t i o n . T h e s e money lenders used to enjoy a l o t of 
power, prestige and influence over the v i l l a g e r s . Mostly located i n 
the v i l l a g e s , they had the advantage of having intimate knowledge about 
the i n t e g r i t y of the borrower and his personal belongings. Often the 
terms and conditions on which they granted loans to the cu l t i v a t o r s 
(2) 
were "onerous" and "extortionate". Very often before a debt had 
f i n a l l y been redeemed a borrower had paid many times the amount 
(3) 
o r i g i n a l l y borrowed. These money lenders enjoyed c e r t a i n 
circumstantial advantages over other sources for which the v i l l a g e ^ 
farmers were drawn to borrow from them. 
Money lenders were supposed to be registered under the 
Bengal Money Lenders* Act 1939, but some unregistered money lenders 
(1) Even aft e r p a r t i t i o n i n India 69.7% of the t o t a l c r e d i t i s supplied 
by the money lenders - Report of the Committe.e, of Directions Vols.I 
and I I . A l l India Rural Credit Survey. (Passim). 
(2) A g r i c u l t u r a l Credit i n Economically Underdeveloped Countries, 
op.cit., pp.62 and 131. 
(3)Agricultural Credit i n Pakistan, op.cit., p.17. 
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were found in business. 
In some v i l l a g e s t r a v e l l i n g money lenders from 
Afghanistan^ 1^are s t i l l found lending money at very high rates of 
(2) 
i n t e r e s t . Lending at such high and extortionate rates of int e r e s t 
usually implies urgency of need and indispensability of cred i t for 
marketing. 
The money lenders advanced c r e d i t against the 
mortgage of land, on the pledge of ornaments and other movable 
properties. Sometimes they lent without security; the Provincial 
Banking Enquiry Committee reported that during the ' t h i r t i e s 80 per 
cent of the lendings by the v i l l a g e Mahajans were secured and the 
. (3) 
r e s t were unsecured. 
The high rate of i n t e r e s t charged by the money 
lenders indicated t h e i r superior bargaining power. I t i s also 
explained by the urgency of need for credit by farmers and the lack of 
i n s t i t u t i o n a l c r e d i t . The money lenders themselves borrowed from the 
banks and re-lent at higher rates to earn a l i v i n g and to cover 
themselves against the r i s k of default. I t i s incorrect to condemn the 
money lenders as mere exploiters. In fact they adapted to situations 
(1) They are generally known as Kabuliwalas. 
(2) A l l these rates vary from 30 to 300 p.c. Report of Pakistan 
A g r i c u l t u r a l Enquiry Committee 1951-52, op.cit., p.80. 
(3) Dacca University Rural Survey, op.cit., p.85. 
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and l o c a l needs. Their adaptability indeed explains t h e i r s u r v i v a l , 
despite a l l the l e g i s l a t i o n to control them. They were w i l l i n g to 
lend without asking too many questions and were able to assure 
borrowers of complete privacy. Consequently farmers l i k e d borrowing 
from them despite the high i n t e r e s t which they were asked to pay. 
However, some of the money lenders engaged i n 
i l l e g a l p r a c t i c e s . These included demanding i n t e r e s t on loans i n 
advance or asking for a 'present* for doing business; money lenders 
were also known to take thumb impressions on blank paper and then 
enter a r b i t r a r y amounts afterwards. Sometimes they demanded 
conditional s a l e deeds as a safeguard against l a t e r evasion of 
repayment by debtors. 
This was the most important source of r u r a l c r e d i t 
before the second world war. After P a r t i t i o n the nbn-muslim money 
lenders mostly l e f t and there was a sharp decline i n lending from t h i s 
source. By 1956 the Dacca University survey showed that money lenders 
(2) 
were supplying only about 4 per cent of the t o t a l r u r a l c r e d i t . The 
rates of in t e r e s t charged by them varied between 46 to 69 per cent per 
(3) 
annum.. 
( i i ) Well-to-do r u r a l people who are not officially'money lenders' 
are the second source of non-institutional c r e d i t . This source i s f a s t 
(1) A g r i c u l t u r a l Credit i n Economically Underdeveloped Countries, 
op.cit., p.62. 
(2) The F i r s t F i ve Year Plan, op.cit., p.304, Dacca University Rural 
Survey, op.cit., p.57. 
(3) As mentioned e a r l i e r i n chapter two. 
58. 
becoming prominent and popular among the v i l l a g e r s . They are mostly 
from the rent-receiving c l a s s l i k e a 'Zotdar' or a 'Talukdar*,^^who 
possessed much land i n the past but then received cash compensation 
afte r land reform. They have found i n money lending a most l u c r a t i v e 
and f r u i t f u l a l t e r n a t i v e to owning land. 
Sometimes such lenders, instead of charging money 
rates of i n t e r e s t , receive a share of the crop as a serv i c i n g charge 
and i n addition they force borrowers to s e l l the r e s t of th e i r crop 
to them below market p r i c e s . But generally they prefer-to lend 
(2) 
against the mortgage of land and against the payment of i n t e r e s t . 
The 1956 survey showed that t h i s type of lender 
supplied 22; per cent of the to t a l r u r a l c r e d i t ^ ' i n the surveyed areas.' 
By 1966, according to the Co-operative survey, t h i s proportion had 
(4) 
r i s e n to 52 per cent. 
( i i i ) Friends and Relatives are a t h i r d , and indeed most important, 
source of c r e d i t . The loans from friends and r e l a t i v e s are mostly 
unsecured but sometimes are given against the mortgage of land i n the 
guise of sale or lease discussed i n d e t a i l i n the previous chapter. A 
(1) Those people who have excess of landed property. 
(2) Dacca University Rural Survey, op.cit., p.60. 
(3) Dacca University Rural Survey, op.cit., p.57 and The F i r s t Five 
Year Plan, op.cit., p.304. 
(4) The Co-operative Survey, op.cit.; p.49. 
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guarantee or security of gold or other movable assets are also 
accepted by friends and r e l a t i v e s . I n t e r e s t i s usually charged 
i n d i r e c t l y either by way of a share i n the produce or by asking 
farmers to make over part of t h e i r land.^ 1^ 
Credit from such sources i s not offered from any 
philanthropic or personal feelings for the borrowers' needs. 
P r a c t i c a l l y there i s no difference between 'friends and r e l a t i v e s ' or 
the 'well-to-do' c l a s s i n th e i r preference for 'kot* and mortgage i n 
the guise of sale on the one hand and 'khaikhalashi' or usufructuary 
(2) 
mortgage on the other. But at the same time i t i s true that they 
may lend without asking for any other security than may be expected 
from the 'well-to-do' r u r a l people. Out of the t o t a l loans obtained 
(; 
from various sources ,this source supplied about 53 per cent in 1956. 
( i v ) Shop-keepers also lend by s e l l i n g to v i l l a g e r s on c r e d i t . The 
rate of i n t e r e s t i s added i n the end to be paid i n lump sums. This 
system gives ample scope for harassing the i l l i t e r a t e v i l l a g e r s who 
are not in the habit of keeping d a i l y accounts. There i s scope 
(1) A g r i c u l t u r a l Credi t . i n Pakistan, op.cit., p.21. 
(2) Dacca University Rural Survey, op.cit., p.85. 
(3) The F i r s t Five. Year Plan, op.cit. p.304. 
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enough for entering i n f l a t e d amounts i n the books. This source 
supplied on average about 11.2 per cent of t o t a l credit i n the 
surveyed areas i n 1956.^^ 
(v) F i n a l l y , there are F a r i a , Bepari or i t i n e r a n t traders, who are 
marketing intermediaries and traders moving from one v i l l a g e to 
another. They make a sizeable contribution i n areas where Jute or cash 
crops are grown and i n those places where markets for these crops are 
better organised. Lendings from such sources are extended to the 
farmers for jute, sugar cane and tobacco without any. monetary rate of 
i n t e r e s t . Instead, farmers who have borrowed from them on the 
security of t h e i r crops pay hidden i n t e r e s t by being obliged to s e l l 
to them below the market price. In some cases, a F a r i a or a Bepari 
may run a shop. Loans are generally made before sowing and r e a l i s e d 
a f t e r harvest. The cost of borrowing may be as high, as 100 per cent 
(2) 
per annum. On average about 2.6 per cent of the t o t a l credit was 
(3) 
supplied by t h i s source i n 1956. 
In retrospect, of a l l the private sources of cred i t 
the status and position enjoyed by the money lenders before the second 
world war was almost unchangeable. The l e g i s l a t i v e measures during 
(1) Dacca University Rural Survey, op.cit., Chapter V i , p.57. 
(2) I b i d . 
(3) I b i d , Chapter VI, p.57. 
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the ' t h i r t i e s gradually caused t h e i r steady decline. The effect of a 
measure l i k e the r e g i s t r a t i o n of money lenders had been to r e s t r i c t 
entry into the profession. Thus the shortage i n the supply of cr e d i t . 
and l e g i s l a t i o n for the regulation of the rate of in t e r e s t led to the 
r i s e of a c l a s s of unregistered money lenders. In f a c t , the actual 
decline as a source i s far l e s s i n importance than i t i s thought to be. 
Money lending i s s t i l l practised although the lenders refuse to allow 
themselves to be i d e n t i f i e d as one of the c l a s s . Most of them go 
undetected because they are non-registered.^^ The lega l measures of 
the ' t h i r t i e s against money lenders gave r i s e to the fam i l i a r but 
l e g a l l y unrecognised practices such as 'kot kabala* or unwritten 
(2) 
mortgage. As lega l recognition was given only to usufructuary 
mortgages, l e g i s l a t i o n against the widely prevalent system of unwritten, 
(3) 
verbal mortgages could not be made e f f e c t i v e . In some cases, to get 
the possession of lands belonging to borrowers, the money lenders 
purposively avoided receiving repayments of loans. Such intentional 
avoidance of repayments of dues from farmers i s s t i l l prevalent. 
A very recent development i n outlook and interpretation 
of the concept of in t e r e s t rate by private lenders i s of much 
(1) This has been revealed by a supplementary investigation conducted 
by the Survey team. Dacca University Rural Survey, op.cit., p.86. 
(2) I b i d , p.92. 
(3) I b i d , p.92. 
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s i g n i f i c a n c e . They have endeavoured to introduce a r a t i o n a l 
interpretation of r e l i g i o u s values (against accepting i n t e r e s t ) 
suitable to th e i r need for money lending. I t has been pointed out 
e a r l i e r that usury or in t e r e s t i s prohibited by religion.. For 
j u s t i f y i n g t h e i r practice of lending money and taking i n t e r e s t the 
lenders prefer to c a l l i t ' p r o f it' instead of 'rate of i n t e r e s t ' . 
Money lenders claim to 'serve' the. v i l l a g e r s , who i n turn permit them 
• ( 
to make some p r o f i t on th e i r investments af t e r the expiry of a year. 
I t i s often not r e a l l y possible to make hard and 
fa s t d i s t i n c t i o n s between various types of lenders. For instance, 
'friends and r e l a t i v e s ' may also be 'well-to-do'; a dealer or a 
marketing intermediary may also be a 'shop-keeper' or 'money-lender* 
by profession. 
'Marketing intermediaries*'are the people most 
d i r e c t l y i n touch with the growers. The 'traders' themselves borrow 
from higher intermediaries or from 'friends and r e l a t i v e s * to provide 
loans to the c u l t i v a t o r s . 
In the absence of a proper structure for providing 
c r e d i t from i n s t i t u t i o n a l agencies, the private lenders i n the past 
had been, and s t i l l at--preseniteiErei , an important source of c r e d i t . 
Their success i s mainly due.to the circumstantial or environmental 
(1) Khan, A.A., Rural Credit i n Gazipur V i l l a g e , Pakistan Academy for 
Rural Development, 1968, p.33. , 
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advantages they enjoy. Although they charge high rates for such 
loans, these are at present and w i l l be some of the easie s t sources of 
credi t for farmers. The i n s t i t u t i o n a l sources have yet to achieve a 
long s e r i e s of successes before they are l i k e l y to be regarded as a 
complete substitute for private money lending. 
I t i s widely believed that money lenders have 
exploited the farmers. Attempts to control and regulate money lending 
at extortionate rates were not very successful however. Instead of a 
policy of rigorous control and outright suppression of money lenders, 
measures need to be taken to integrate money lending c l a s s with 
i n s t i t u t i o n a l 1endings.' Regulation of private cr e d i t has not been and 
w i l l not be successful unless i t i s accompanied by a major 
reorganisation i n i n s t i t u t i o n a l credit i n competition with private 
c r e d i t . The borrowers must be given a choice of alter n a t i v e s i n the 
i n i t i a l stage of reorganisation. Ultimately they w i l l be convinced 
about the benefits of i n s t i t u t i o n a l c r e d i t and f a c i l i t i e s of co-operation. 
So, on the whole, instead of a policy of rigorous control of private 
money lending, an attempt to absorb and integrate the practices of 
private lenders with i n s t i t u t i o n a l agencies would appear to be more i n 
l i n e with the steps which should be taken to improve the si t u a t i o n . 
3. I n s t i t u t i o n a l Credit. 
In the preceding section we have seen how private 
agencies supply c r e d i t to the v i l l a g e r s . Let us now proceed to discuss 
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various i n s t i t u t i o n a l sources providing cr e d i t to the a g r i c u l t u r i s t s . 
After p a r t i t i o n , Pakistan inherited an almost 
moribund and decaying co-operative cr e d i t structure. Apart from 
that and the Government loans during natural calamities, the country 
had v i r t u a l l y no i n s t i t u t i o n a l arrangements for the supply of r u r a l 
c r e d i t . Since 1952 various .statutory agencies have been sponsored or 
established by the Government with a view to supplementing the 
existi n g supply of cred i t i n agriculture. These agencies have played 
important roles i n the overall c r e d i t structure of the economy. Let 
us now try to elucidate and examine the progress and influence of 
each of these agencies separately. 
( i ) State Credit: 
The oldest of the i n s t i t u t i o n a l i z e d forms of cred i t . 
provided to the farmers, was from the Government. Since the end of 
the l a s t century, the Government had been providing loans to the 
farmers. This system of advance, known as 'taccavi' or 'takavi' was 
regulated by, the Land Improvement Loans Act of 1883 and the 
A g r i c u l t u r i s t s ' Loans Act of 1884. Both these Acts are s t i l l i n force, 
although r e l a t i v e l y speaking, the former i s much l e s s i n use i n 
East-Pakistan. 
(1) Co-operatives are discussed i n Chapter Four. 
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The Act of 1883 mainly sanctions the provision of 
long-term loans for the construction and repair of wells; for 
i r r i g a t i o n , drainage, reclamation and land e n c l o s u r e . T h e 
A g r i c u l t u r i s t s ' Loans Act 1884, authorises loans for improvements, 
the r e l i e f of d i s t r e s s and the purchase of seeds or c a t t l e . The 
provincial revenue department i s entrusted with the r e s p o n s i b i l i t y for. 
making these loans, as well as for t h e i r recovery. Land i s required as 
security and recoveries are effected;as arrears of land revenue. The 
loans provided by the Act are mainly for short terms, to be repaid 
within one or two main harvests. The rate of i n t e r e s t which was 6j 
(2) 
per cent u n t i l 1962 i s now 7 per cent. 
At one time the A g r i c u l t u r a l Department was 
responsible for administering loans i n normal times and the Revenue 
Department was supposed to administer d i s t r e s s loans- i n the event of 
natural calamities. In 1963 i t was decided to abolish the 
d i s t i n c t i o n between d i s t r e s s and productive loans and the Agriculture 
Department i s now s o l e l y entrusted with controlling and administering 
f 3) 
a l l Government loans under these two Acts. 
More than 80 per cent of the t o t a l Government loans 
are now given i n the shape of f e r t i l i z e r s , seeds, seedlings, and 
(1) A g r i c u l t u r a l Credit i n Pakistan, op.cit.,p.31. 
(2) Hasan Committee Report, op.cit., p.26. 
(3) I b i d . p.30. 
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a g r i c u l t u r a l implements, to ensure that they are used for the purposes 
intended. Out of t h i s , f e r t i l i z e r s constitute more than 50 per cent 
of the t o t a l amount each year.^ 1^ The following table shows t o t a l 
amount of Government loans from 1958-59 to 1965-66 along with the 
percentage of o v e r a l l recovery. 
The percentage of o v e r a l l recovery has been poor 
and has never been 30 per cent of the t o t a l advancements. The recovery 
of d i s t r e s s and r e l i e f loans has been s t i l l poorer and was 3.6 per cent 
(2) 
of the t o t a l outstanding i n 1964-65. Such poor recoveries have been 
partly due to the widespread notion among farmers that these funds are 
the State's generous refunds of a part of the land taxes and are not 
(3) 
to be repaid as such. Moreover, the departments concerned have been 
so overburdened with other r e s p o n s i b i l i t i e s that the machinery for 
(4) 
recovery has not been e f f e c t i v e . There are floods and droughts every 
year i n East-Pakistan which impair the peasants' capacity for 
repayment. 
One complaint against Government loans i s that, i n 
ordinary times they reach only the solvent section of the c u l t i v a t o r s 
(1) Hasan Committee Report, op.cit., p.26. 
(2) Ibid, pp.28 arid 32. 
(3) Trade, Finance and Development i n Pakistan, op.cit., p.148. 
(4) I n some cases few years passed without any notice for recovery from 
the Government when the recipients believed that the money was 
given for r e l i e f , when a l l of a sudden warrant notices for non-
- repayment of dues were issued. 
Rural Credit injBazipur v i l l a g e , op.cit., p.36. 
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who are i n l e a s t need of them. Even so, to obtain a loan 
involves cumbersome formalities, and there i s always much delay 
i n disbursements so that the money r a r e l y reaches the borrowers 
i n time, besides being inadequate i n amount. Added to these, 
(2) 
o f f i c i a l corruption and high handedness are not uncommon. 
I t i s therefore sometimes argued that the State 
ought perhaps to confine i t s e l f to lending i n periods of d i s t r e s s 
and to.leave lending at normal times to other agencies. The 
State's r o l e , so i t i s argued, ought to be to support other 
(3) 
i n s t i t u t i o n a l lenders rather than to compete with them. The 
Government, instead, should try to strengthen the monetary base 
Of the exis t i n g agencies such as the co-operatives or the 
Agri c u l t u r a l Development Bank of Pakistan (the A.D.B.P.). And 
t h i s has i n fact been increasingly done i n recent years. The 
Government instead of lending d i r e c t l y to farmers has emerged as 
an indir e c t lender. The c a p i t a l of the A.D.B.P. has been 
contributed by the provincial and central Governments and the 
co-operatives i n East-Pakistan were allocated some Rs 14 m i l l i o n 
(1) H.M.S.O. Report of the Indian Famine Enquiry Commission, 1901, 
p.105. 
(2) The F i r s t Five Year Plan, op.cit., p.289. 
(3) The Report of the Credit Enquiry Commission, op.cit., p.17, 
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by way of loans and advances i n 1961-62. Yet i t continues 
also to lend d i r e c t l y ; at present although sums advanced are 
small i n r e l a t i o n to t o t a l needs of the farm population, they 
are not small i n r e l a t i o n to the to t a l c r e d i t flow from 
i n s t i t u t i o n a l sources taken together. Such advances are s t i l l 
on the increase and i n the absence of other well-established 
i n s t i t u t i o n s the Government loans continue to be an important 
source of i n s t i t u t i o n a l c r e d i t . 
( i i ) Statutory Credit Agencies. 
Let us now examine the operation of three 
statutory agencies that were created by the Government i n an 
attempt to provide medium and long term c a p i t a l . 
Prior to the establishment i n 1961 of the 
Agricultural Development Bank of Pakistan (or A.D.B.P.) there were 
two separate organisations:- the Ag r i c u l t u r a l Deyelopment Finance 
Corporation (or ADFC) and the Agricultural Bank of Pakistan (or ABP). 
The Agricultural Development Finance Corporation 
or ADFC was set up i n 1952 with an authorised c a p i t a l of Rs 50 
mi l l i o n which was subscribed by the Central Government.. I t s main 
purpose was to be the promotion of agriculture. This i n s t i t u t i o n 
was found inadequate and as a r e s u l t i n 1957, the Agr i c u l t u r a l 
(1) A g r i c u l t u r a l Credit i n Pakistan, op.cit., p.35. 
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Bank of Pakistan ,or ABP was established with i d e n t i c a l objectives 
but wider scope and spec i a l r e s p o n s i b i l i t i e s to function as a 
super-apex i n s t i t u t i o n for the co-operative system. I t started 
with an authorised c a p i t a l of Rs 200 m i l l i o n . 
The following table shows loans advanced by the 
former ADFC and ABP i n the years 1952 to 1961. 
TABLE 3.2 : Loans made by the ADFC and ABP i n East-Pakistan. 
(Rs i n mil l i o n ) 
Year ADFG ABP 
1952-53 -
1953-54 .19 
1954-55 .42 
1955-56 .68 
1956-57 1.65 
1957-58 3.72 
1958-59 6.15 2.45 
1959-60 7.93 11.14 
1960-61 (Feb 1961) 10.42 11.48 
Source : Hasan Committee Report, op.cit., p.37. 
(1) Trade, Finance and Development i n Pakistan, op.eit., p.149. 
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During i t s eight years of operation the Corporation 
made a cumulative loss of Rs 1.36 millions even a f t e r the Central 
Government had written off the i n t e r e s t on loans advanced by i t . ^ ^ 
The ABP made a cumulative loss of Rs 1.56 millions i n the three 
(2) 
and a half years of existence. 
The j o i n t operation of the ADFC and ABP was not very 
e f f e c t i v e . The existence of these two agencies with no apparent 
d i s t i n c t i o n of functions led to thee duplication and overlapping of 
s t a f f and se r v i c e s , which ultimately led to t h e i r merger. The 
merger was also f e l t to be necessary for i n i t i a t i n g greater 
e f f i c i e n c y i n the servi c i n g of loans. 
The A g r i c u l t u r a l Development Bank of Pakistan started 
i t s operation on the 18th of February 1961 with the merger of the 
former ADFC and ABP as recommended by the Credit Enquiry Commission. 
The Bank was set up with the purpose of affording c r e d i t f a c i l i t i e s 
(3) 
to farmers for agriculture and cottage industries. Loans were 
(1) Agricultural Credit i n Pakistan, op.cit., p.90. 
(2) I b i d , p.92. 
(3) A g r i c u l t u r a l purposes include purposes l i k e r a i s i n g of crops, 
horticulture, forestry, f i s h e r i e s , animal husbandry, poultry 
farming, dairy farming, bee-keeping and s e r i c u l t u r e . The 
Central Government and each of the provincial governments 
contributed at the rate of Rs 95 m i l l i o n and Rs 5 mi l l i o n 
respectively. 
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to be granted to individuals as well as to public or private 
limited companies engaged i n such a c t i v i t i e s . 
The Bank has an authorised c a p i t a l of Rs 200 m i l l i o n . 
The paid up value of share-capital of Rs 105 m i l l i o n has been f u l l y 
subscribed by the central and provincial governments. 
In addition to i t s share c a p i t a l , the Bank i s 
authorised to accept fixed and savings deposits and f l o a t 
debentures i n order to increase i t s resources. Up to the 31st 
December 1966, the borrowings from the State Bank of Pakistan 
stood at Rs 255 m i l l i o n s . From 1961 to December 1967, the State 
Bank of Pakistan has made available to the ADBP loans of a t o t a l 
sum of Rs 330 mi l l i o n s . The deposits of the Bank as i n June 
(2) 
1967 stood at Rs 11.80 mi l l i o n s . By the end of June 1967, the 
Bank had a network of 53 o f f i c e s i n East-Pakistan. 
The Bank grants short, medium and long-term loans. 
Medium term loans are granted i n the form of plough c a t t l e and tools 
for cottage industries to be paid within a period of eighteen months 
to f i v e years. Long term loans are for periods of 5 years or over 
made for major improvements. Short term loans are generally 
(1) Uzair, M. 'The role of ADBP i n Economic Development of Pakistan', 
Pakis.tan 0bs.er-y.er; ^ February 18th, 1968. 
(2) ADBP, Annual Report 1967, p.3. 
advanced against the mortgage of movable and immovable property and 
against the surety or guarantee of a scheduled bank. Loans are 
also issued by drawing, accepting, discounting and re-discounting 
b i l l s of exchange and other negotiable instruments. Some loans 
are advanced against hypothecation of crops. Medium and longer 
term loans are to be secured by mortgages of immovable property 
but i n suitable cases the Bank may accept pledges of Government 
s e c u r i t i e s or of l i f e insurance p o l i c i e s i n l i e u of such 
mortgages. 
The rates of i n t e r e s t charged are 7 per cent on 
short and medium term loans, and 6 per cent on longer term loans. 
Loans are distributed from branch and pay-offices 
located at the d i s t r i c t or sub-divisional headquarters. The 
investigation o f f i c e r s c o l l e c t applications from the v i l l a g e s 
with the assistance of the chairman.of the l o c a l union council. 
The applications, af t e r proper scrutiny, are recommended to the 
manager of t h e i r headquarters for sanction and payment. 
The Government i s anxious to encourage food 
production and the Bank has therefore decided to lend to larger 
numbers of farmers by reducing the minimum amounts of loan 
admissible from Rs 100 to Rs 50. 
In the case of security loans the applicant has to 
furnish documents for clean t i t l e and up to date rent re c e i p t s . 
74. 
While the c o l l e c t i o n , investigation and processing of the 
applications are i n progress the Bank has to seek the opinion 
of the legal advisors about the t i t l e of the applicants. 
In the case of surety loans, such formalities are 
avoided, but the borrower has to find someone as his guarantor 
and t h i s person w i l l expect to be paid and well paid - for 
standing as surety. Moreover the chairman of his Union Council 
has i n turn to c e r t i f y the probity of the guarantor. Usually 
the borrower has to take his guarantor a long way to the Bank 
o f f i c e . The t r a v e l cost, incidental charges, loss of working days 
and the money given to the guarantor have been estimated to be 
about Rs 17.5 per hundred. 
Loan applications are either d i r e c t l y received at the 
Bank or collected by the investigation s t a f f on tour. These 
applications are kept pending t i l l the Bank's investigation s t a f f 
v i s i t s the area and depends on the reports given by the investigation 
s t a f f . 
The following table shows the consolidated position 
of loans advanced by the ADPC, ABP and ADBP since 1952-53 i n 
East-Pakistan. 
(1) Shahjahan," M. 'Measurement of Effectiveness of Rural Credit' 
Economic Observer, September 1966, Volume I No.4, p.8. 
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TABLE 3.3. : Loans advanced by ADFC, ABP and ADBP. 
YEAR . AMOUNT (Rs i n mi l l i o n ) 
1952-53 . -
1953-54 0.19 
1954-55 0.41 
1955-56 • 0.68 
1956-57 1.65 
1957-58 3.72 
1958-59 8.'60 
1959-60 19.08 
1960-61 38.19 
1961-62 37.38 
1962-63 37.67 
1963-64 38.34 
1964-65 36.48 
1965-66 41.55 
1966-67 47.08 
Total 311-. 03 
Source : 'Problems of Agric u l t u r a l Credit i n East-Pakistan' 
ah a r t i c l e by A.M.Salimullah and 'The Role of 
ADBP i n Economic Development of Pakistan', an 
a r t i c l e by Md.Uzair. 
We saw i n Table 3.2. that the ADFC and ABP had only 
advanced a t o t a l of 56.23 mi l l i o n rupees between 1952 and 
February 1961. The operations of ADBP af t e r that period can 
therefore be seen to have added greatly to the t o t a l . 
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During i t s s i x years of operation up to 1967, the 
Bank has advanced Rs 248.5 mi l l i o n , that i s on an average 41 
mi l l i o n rupees a year. From Table 3.3 i t can be seen that during 
1966-67 an increase of 13.3 per cent over previous years 
disbursements has taken place. This increase has occurred despite 
what i s often regarded as an excessive delay. 
TABLE. 3.4. : Number and Amount of Loans applied for 
Sanctioned and Disbursed. 
Period Number Amount (Rs i n 
million) 
1966-67 
Sanctioned Disbursed Sanctioned Disbursed 
69,155 61,171 75.95 47.08 
Since 
Commencement 723,812 672,826 377.29 311.03 
Source:- ADB P, Annual Repo r t , .1967, p.7. 
But Table 3.4 shows that these delays may have been exaggerated 
since i t commenced operations, the Bank sanctioned a sum of 
Rs 377.29 millions and disbursed Rs 311.03 m i l l i o n s . During the 
year 1966-67, a number of 69,155 loans were sanctioned out of which 
61,171 cases were actually entertained corresponding to a 
disbursement of Rs 47 m i l l i o n out of a t o t a l of Rs 75.95 millions 
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sanctioned, but t h i s difference i n one p a r t i c u l a r year i s not 
to be interpreted as excessive delay, but rather as a 
r e f l e c t i o n of the increasing number of loans being made. 
The following table shows the d i s t r i b u t i o n of 
loans between short, medium and long-term. 
TABLE 3.5. : Short, Medium and Long-term Loans by ADBP. 
(Rs. i n million.:). 
YEAR SHORT-TERM MEDIUM-TERM LONG-TERM TOTAL 
1961-62 31.11 . 11.59 1.79 44.49 
(69.9) (26.1) (4.0) (100) 
1962-63 23.56 13.56 1.16 38 .20 
(61.5) (35.4) (3.1) (ioo) 
1963-64 23.64 15.94 0.75 40.33 
(58.6) (39.5) (1.9) (100) 
1964-65 24.45 15.45 3.27 43.17 
(56.6) (35.8) (7.6) (100) 
1965-66 25.19 19.19 2.59 46.97 
(53.6) (40.9) (5.5) (100) 
1966-67 24.73 44.04 7.19 75.95 
(32.5) (58.0) (9.5) (100) 
Source: ADBP Annual Reports 1961 to 1967, 
percentages. 
Bracketted figures are 
The table shows that most of the loans were short-term i n the 
e a r l i e r period but that there has been a d e f i n i t e s h i f t towards 
medium and long term loans since. 
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The Bank has been making loans against 
hypothecation of crops. In such loans no mortgage of property 
i s involved and sureties are not required, so that these loans 
have been found simpler and more convenient by both lenders and 
borrowers. In 1966-67 loans against hypothecation of paddy, 
sugarcane and tea crops amounted to Rs 12.4 mi l l i o n s . 
The following statement shows the loans disbursed 
by the Bank according to the s i z e of the holdings during the 
year 1966-67. 
TABLE 3.6. Loans disbursed according to s i z e of holdings, 
during 1966-67. 
(Amount i n thousand rupees) 
Size of holdings Number Percentage Amount Percentage 
Landless 
Up to 3 acres 
Over 3 acres to 
12j acres. 
Over 12| to 50 
acres. 
Over 50 to 100 
acres. 
Over 100 to 200 
acres. 
Over 200 to 400 
acres. 
Over 400 acres. 
3,248 
16,333 
30,561 
9,795 
746 
79 
407. 
5.3 
26.7 
50.0 
16.0 
1.2 
0.1 
negligible 
0.7 
773 
6,105 
17,910 
11,016 
1,145 
321 
19 
9,795 
1.7 
13.0 
38.0 
23.4 
2.4 
0.7 
negligible 
20.8 
Source: ADBP, Annual Report, 1967, p.13. 
(1) ADBP, Annual Report, 1967, p.16. 
79. 
The above table shows that half the loans and j u s t 
under 40 per cent of the amount lent went to medium sized farmers 
c u l t i v a t i n g 3 to 12^ acres. The very small farmers only 
obtained. 13 per cent of the amount lent though over a quarter of 
the loans were made to them. Rather s u r p r i s i n g l y one f i f t h of 
the amount lent went to big landholders having over 400 acres. 
The recovery figures have been s a t i s f a c t o r y a l l 
along. I n spite of a l l the natural calamities the c l i e n t s have 
been good borrowers and the Bank claims that no more than a 
quarter of repayments and in t e r e s t were overdue i n 1966-67. 
How eff e c t i v e has ADBP cr e d i t been ? 
Being a development bank i t i s r e s t r i c t e d i n i t s 
a c t i v i t i e s . With the expansion of a c t i v i t i e s i t s lending 
committments r i s e year by year and t h i s tempo cannot be maintained 
unless new c a p i t a l resources are made available to the Bank. 
The Bank claims that i t only takes 15 days to 
sanction a loan, but i n practice only 16 per cent of borrowers 
received loans within one month and L.!.. 't there were cases where 
branches had taken over a year to process applications. 
Formalities l i k e the production of documents, t e s t i f y i n g to t i t l e 
(1) Salimullah, A.M., 'Problems of Agr i c u l t u r a l Credit i n Pakistan', 
Agri c u l t u r a l Development Bank of Pakistan, (mimeographed) 1967, 
p.9. 
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of land with recent rent receipts or production of mortgage deeds 
by the co-sharers slow down the expansion of the Bank's loaning 
operations. These operations are cumbersome, time consuming and 
(1) 
expensive. 
According to i t s charter the Bank i s supposed to 
give preferences to the needs of small c u l t i v a t o r s . This i s far 
from what i t has done i n actual practice. As can be seen i n 
Table 3.6. 85 per cent of the t o t a l amount lent i n 1966-67 went 
to farmers having over three acres. 
Thus the unavoidable conclusion must be that the 
ADBP has reached mainly the affluent section of the farm community. 
A l l borrowers whether borrowing on security of r e a l property or 
on personal surety have usually to spend a good part of the loan 
before the loan money i s at th e i r disposal. 
The ADBP i s supposed to make sure that loans are 
only used for productive purposes. But t h i s has i n practice been 
found almost impossible to enforce. 
Although as we saw e a r l i e r , the Bank has been rather 
successful i n obtaining repayments and in t e r e s t on time, some of i t s 
debtors are much behind hand with t h e i r payments. Thus a recent 
(1) Shahjahan, M. 'Measurement of Effectiveness of Rural Credit', 
op.cit., p.7. 
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inspection ca r r i e d out by the State Bank of some of the ADBP 
branches, revealed that about one t h i r d of the payments which 
were overdue had i n fac t been overdue for more than s i x months, 
and some for more than three years. Cases were found where land 
kept as security could not be sold by auction because the 
farmers refused to bid for i t a n d some borrowers had emigrated 
to India thus making recovery very u n l i k e l y . 
The Bank has a l l along been very cautious i n i t s 
loan operations, because of the many r i s k s involved i n lending 
to isolated farmers and because even now i t i s short of properly 
trained s t a f f for e f f i c i e n t supervision of loans. Given the 
great r i s k s faced by any lender i n East-Pakistan i t i s l i t t l e 
wonder that .instead of being able to lower the rate of i n t e r e s t 
which i t had hoped to do, i t has on the contrary had to increase 
i t s long term rate from 6 to 7 per cent per annum. 
The working of the Bank i n i t s r u r a l areas has 
(2) 
evoked mixed reactions. For the poorer section loans are 
expensive and they cannot provide s e c u r i t i e s to the s a t i s f a c t i o n 
of the Bank's regulations. The r i c h e r section complains that 
the procedures for loans are time consuming and cumbersome. The 
(1) Trade, Finance and Development i n Pakistan, op.cit., p.153. 
(2) Hasan Committee Report, op.cit., p.12. 
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main ben e f i c i a r i e s have probably been the 'Farias' and 
'Beparis' (traders and middlemen) who have used these loans for 
sub-lending and are accordingly happy about the functioning of 
(1) 
the Bank. 
In a vast region l i k e East-^Pakistan, with only an 
i n s i g n i f i c a n t number of branches, located f a r from the farmers' 
doors, the Bank's a c t i v i t i e s have not been very accessible to 
those farmers for whom i t was created. As a r e s u l t i t has not 
yet been able to create any l a s t i n g impact on the cre d i t 
s i t u a t i o n i n r u r a l areas. 
4. Role of the State Bank of Pakistan i n the f i e l d of 
(2) 
A g r i c u l t u r a l Credit. 
The role of the State Bank i n the f i e l d of r u r a l 
c r e d i t , though i n d i r e c t , has been a very s i g n i f i c a n t one. I t s 
role i s in d i r e c t as i t does not participate i n d i r e c t lending 
operations to the c u l t i v a t o r s . In providing funds to s p e c i a l i s e d 
agencies, i t plays an important role i n financing a g r i c u l t u r a l 
operations. I n 1951, a small c e l l was established i n the Research 
Department of the Bank and t h i s formed.the basis of a full-fledged 
(1) Hasan Committee Report, op.cit., p.12. 
(2) The State Bank of Pakistan i s the central bank of the country. 
Herein a f t e r referred to as the State Bank. 
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a g r i c u l t u r a l c r e d i t department i n 1953. With the enactment of the 
State Bank Act of 1956 i t became obligatory for the Bank to 
maintain an expert s t a f f to study the problems of r u r a l c r e d i t . 
The State Bank's provision of a g r i c u l t u r a l c r e d i t i s 
p r i n c i p a l l y v i a the co-operatives and the A.D.B.P. 
The loans from the State Bank to the Co-operatives 
are channelled through the three t i e r s of the Co-operatives i n the 
following way :- The State Bank lends to the Pro v i n c i a l 
Co-operative Bank or the 'Apex Bank1 (as i t i s commonly referred 
t o ) . This i n turn lends to the Central Co-operative Banks. These 
then lend to the primary Co-operative s o c i e t i e s which are the 
agencies lending d i r e c t l y to the c u l t i v a t o r . 
The provincial government has to stand as the 
guarantor for repayment of loans. 
The State Bank grants loans to the Apex Bank at a 
concessional rate of 3 per cent per annum i . e . 2 per cent below 
the present 'bank-rate'. The Apex Bank i n turn advances to the 
Central Co-operative banks and the s o c i e t i e s at 4 per cent per annum. 
These loans are granted to the primary s o c i e t i e s by the Central 
banks at 6 per cent while at the recipient l e v e l the rate becomes 
9 per cent per annum. This shows that the operational costs at a l l 
l e v e l s are ultimately borne by farmers who have to bear the entire 
brunt of i t . 
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The following table shows short-term advances made 
by the State Bank for the country as a whole. 
TABLE 3.7. : State Bank Loans. (Rupees i n m i l l i o n s ) . 
Years Loans through 
Co-operat ives 
Loans through 
A.D.B.P. 
Total 
1961-62 126.5 61.2 187.7 
1962-63 145.0 102.6 247.6 
1963-64 154.4 136.4 290.8 
1964-65 102.5 177.6 280.2 
1965-66 171.9 222.0 393.9 
1966-67 201.3 298.5 499.8 
Source: Communication from the State Bank. 
The above table shows that the State Bank advances 
to the Co-operatives and the A.D.B.P. have s t e a d i l y increased year 
a f t e r year. Starting from Rs 187.7 m i l l i o n i n 1961-62, the sum 
advanced i n 1966-67 has r i s e n to Rs 499.8 m i l l i o n . This means a 
r i s e of 166 per cent over the period. The table also explains that 
up to 1963-64, the Co-operatives received greater allocations from 
the State Bank, thereafter there has been a gradual r i s e - i n the 
al l o c a t i o n s for the A.D.B.P. 
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In order to shoulder ever increasing r e s p o n s i b i l i t i e s 
for providing medium and long-term c r e d i t , and supported by a 
recommendation of the Credit Enquiry Commission, a separate fund 
known as the 'Rural Credit Fund' was created i n 1960 i n the State 
Bank/ 1* 
The main purpose of the fund was to enable medium 
term advances to be made to the Co-operatives, and to make long-
term advances to agencies. I t was also created to convert and 
write off losses on short-term lending to the Co-operatives when 
they were unable to repay i n time. 
At present, a sum of Rs 750 m i l l i o n has been 
accumulated i n the fund, though so far t h i s has not been u t i l i z e d ^ 
pending the drawing up of some rules governing the use of t h i s 
fund. 
The Co-operatives enjoy some sp e c i a l p r i v i l e g e s under 
the 'Remittance F a c i l i t i e s Scheme'. Thus the Pr o v i n c i a l 
Co-operative Bank i s only required to maintain reserves of 1 per 
cent of i t s time and 2 j per cent of i t s demand l i a b i l i t i e s w h ilst 
other scheduled banks have to maintain reserve r a t i o s of 2 per cent 
and 5 per cent respectively. 
In 1961 a Rural and Co-operative Credit Advisory 
Committee was set up under the chairmanship of the State Bank 
Governor to co-ordinate the a c t i v i t i e s of r u r a l c r e d i t agencies. 
(1) The State Bank of Pakistan Act 1956, Clause 17A. 
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Rural Credit Advisers were appointed by the State Bank 
i n both the provinces who w i l l prepare and examine working plans for 
the rapid and orderly expansion of the co-operatives. They w i l l also 
advise the Bank on other related problems. 
In times of natural calamities a greater f i n a n c i a l 
assistance i s required however, by the Co-operatives. To act as a 
cover for such situations a proposal for the establishment of a 
' S t a b i l i z a t i o n Fund' for the co-operatives was o r i g i n a l l y drawn up 
i n A p r i l 1 9 6 5 . T h e creation of such a fund with contributions 
from the Government and the State Bank i s s t i l l under consideration. 
The State Bank has agreed to contribute to the extent 
of J per cent of the t o t a l amount of i n t e r e s t which i t earns on i t s 
lending to the co-operatives. But i t has f e l t that the ultimate 
r e s p o n s i b i l i t y for help i n the case of natural calamities ought to 
r e s t on the Government and that the State Bank ought therefore not 
to be asked to contribute more than i n a marginal way. However the 
actual terms are not yet agreed upon and the ' s t a b i l i z a t i o n fund' 
has not yet been set up. 
(1) The fund was proposed by the Registrar of Co-operative 
Soc i e t i e s , East Pakistan to be set up during the Third Five 
Year Plan period with an i n i t i a l corpus of Rs 54.5 millions 
with the State Bank contribution of Rs- 14.5 m i l l i o n s . 
Thereafter the contribution of the State Bank and the Provincial 
Government w i l l have to be on a 50:50 ba s i s . The o r i g i n a l 
scheme has l a t e r been revised and the s i z e of the fund has been 
proposed to be Rs 100.93 m i l l i o n s . 
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CHAPTER FOUR 
THE CO-OPERATIVE MOVEMENT AND 
THE SUPPLY QF CREDIT.. 
We saw i n the p r e v i o u s chapter how p a r t of the 
S t a t e Bank's p r o v i s i o n of c r e d i t f o r farmers i s c h a n n e l l e d v i a 
the 'Apex Bank' i n t o the c o - o p e r a t i v e s . T h i s chapter examines 
the way i n which the c o - o p e r a t i v e s a d m i n i s t e r c r e d i t to 
farmers. 
The c o - o p e r a t i v e movement s t a r t e d under 
Government a e g i s i n I n d i a and was b a s i c a l l y a c r e d i t movement. 
I t s t a r t e d i n 1904 f o l l o w i n g the recommendations of S i r F r e d r i c k 
Nicholson f o r s e t t i n g up c o - o p e r a t i v e s of the ' R a i f f e i s e n * type. 
The A c t of 1904 provided a l e g a l framework f o r the r e g i s t r a t i o n 
of primary s o c i e t i e s w i t h u n l i m i t e d l i a b i l i t y f o r members. The 
Act of 1912 i n c l u d e d n o n - c r e d i t a c t i v i t i e s and introduced a 
t h r e e t i e r system of c o - o p e r a t i v e i n s t i t u t i o n s ; ^ 1 ^ ( a ) Primary 
s o c i e t i e s a t the v i l l a g e as the base; ( b ) C e n t r a l banks a t the 
(1 ) Henceforth 'primary s o c i e t i e s or simply ' s o c i e t i e s ' would be 
used to mean 'primary c o - o p e r a t i v e s o c i e t i e s ' , ' C e n t r a l banks' 
to denote ' C e n t r a l Co-operative banks and, P r o v i n c i a l or the 
Apex bank f o r the P r o v i n c i a l Co-operative Bank L t d . 
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secondary t i e r , and ( c ) the P r o v i n c i a l bank as the Apex. I n 1918 
co-operation was made a p r o v i n c i a l s u b j e c t . 
The movement expanded under the impetus of r i s i n g 
a g r i c u l t u r a l p r i c e s and l a n d v a l u e s during and a f t e r the f i r s t 
world war but soon s u f f e r e d from a c h a i n of se t - b a c k s such as 
(a ) the d e p r e s s i o n of the t h i r t i e s , (b) debt l e g i s l a t i o n d uring 
the l a t e t h i r t i e s , and ( c ) the p a r t i t i o n of the subc o n t i n e n t . 
The d e p r e s s i o n r e s u l t e d i n the f a i l u r e of a l a r g e 
number of primary s o c i e t i e s due to the f a l l i n g p r i c e s of 
a g r i c u l t u r a l c r o p s . 
The a p p l i c a t i o n of the Bengal" Debtors' Act and the 
c o n s t i t u t i o n of Debt Settlement Boards posed s e r i o u s t h r e a t s to 
the movement s i n c e these l e g i s l a t i o n s c o m p u l s o r i l y reduced the 
lo a n r e c o v e r i e s of the s o c i e t i e s . 
The p a r t i t i o n of the sub-continent a f f e c t e d the 
movement a t a l l l e v e l s because i t c r e a t e d a vacuum.in the management 
and a d m i n i s t r a t i o n due to the mass exodus of the non-muslim 
community. The e n t i r e base was shaken to i t s r o o t s as the 
P r o v i n c i a l Bank had i t s headquarters i n C a l c u t t a and the pr o v i n c e 
was l e f t without an Apex. Many c e n t r a l banks became i n s o l v e n t 
because r e c o v e r i e s a c r o s s the border were not p o s s i b l e . A f t e r 
P a r t i t i o n the membership of the primary s o c i e t i e s f e l l o f f s h a r p l y 
and by the m i d - f i f t i e s only 150 s o c i e t i e s remained a c t i v e , w h i l s t 
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the r e s t were i n a m i s e r a b l e s t a t e . S i n c e primary s o c i e t i e s 
did. not enjoy the l e g a l p r i v i l e g e of l i m i t e d l i a b i l i t y , anyone 
who was s o l v e n t s t e e r e d c l e a r of them. I n 1959 i t was decided 
to r e o r g a n i s e the s o c i e t i e s and to amalgamate 24,000 v i l l a g e 
based s o c i e t i e s i n t o 4,000 s o c i e t i e s each c o v e r i n g a union 
i n s t e a d of merely a v i l l a g e . Moreover t h e s e new union s o c i e t i e s 
were to embrace a l l purposes, i n c l u d i n g marketing and the p r o v i s i o n 
of c r e d i t , i n s t e a d of being s i n g l e - p u r p o s e as had been the case 
w i t h the v i l l a g e - b a s e d primary s o c i e t i e s . T h i s s t e p l e d to some 
reco v e r y of membership ( s e e T a b l e 4.1) and indeed by 1960 t o t a l 
membership exceeded t h a t a t the time of P a r t i t i o n . 
TABLE 4.1 : Membership of primary s o c i e t i e s . 
Year Membership 
1948-49 777,000 
1955-56 615,000 
1959-60 783,000 
Source: A g r i c u l t u r a l C r e d i t i n 
P a k i s t a n , o p . c i t . , p.46. 
( 1 ) Report of the C r e d i t Enquiry Commission, o p . c i t . . p.26. 
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A f t e r P a r t i t i o n t h e r e was a steady d e t e r i o r a t i o n 
i n the f i n a n c i a l p o s i t i o n of the s o c i e t i e s due to l a r g e number of 
l i q u i d a t i o n s , but t h i s was l a t e r a r r e s t e d . I n 1959-60 the average 
working c a p i t a l f o r each s o c i e t y was Rs 9,952 or Rs 50 per member. 
Throughout the 1950*s the s o c i e t i e s were badly a f f e c t e d by the 
f a c t t h a t more than t h r e e q u a r t e r s of the amount due f o r repayment 
to them was overdue. Some of . t h i s debt had been taken over from 
defunct s o c i e t i e s . Although the Government brought t h e i r r a t e of 
i n t e r e s t down from 12% to 9% and d e s p i t e a l l the other adverse 
f a c t o r s , the primary s o c i e t i e s succeeded i n t u r n i n g a l o s s of some 
7 l a k h s rupees j u s t a f t e r the War i n t o a p r o f i t of over Rs 3 l a k h 
i n 1955/6. 
The Co-operative movement s t a r t e d under Government 
a e g i s and was b a s i c a l l y a c r e d i t movement. Although f u n c t i o n i n g 
f o r more than h a l f a century, the performance has not been 
s a t i s f a c t o r y . The movement expanded r a p i d l y d u r i n g the f i r s t world 
war and d e c i d e d l y showed v i t a l i t y d uring the l a t e t w e n t i e s . The 
movement then s u f f e r e d from s e r i o u s s e t - b a c k s consequent to the 
d e p r e s s i o n of the e a r l y t h i r t i e s . By 1940 the movement was v i r t u a l l y 
( 2 ) 
a t a s t a n d s t i l l and by 1945 the movement was 'almost a corps e * . 
Added to these the p a r t i t i o n o f . the sub-continent posed a s e r i o u s 
t h r e a t to the movement. 
( 1 ) ;AtgJ4 c ui-tufcal C r e d i t i n P a k i s t a n , o p . c i t . , p.48. 
( 2 ) Tepper, £., o p . c i t . , p.28. 
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At the lowest t i e r as we have seen the o l d 
v i l l a g e s o c i e t i e s were e v e n t u a l l y transformed i n t o multi-purpose 
union based s o c i e t i e s to avoid the r i s k of i n s t a b i l i t y . I t was 
thought t h a t the l a r g e r base of o p e r a t i o n would make the s o c i e t i e s 
v i a b l e by p r o v i d i n g adequate funds to employ p a i d managers. But 
t h i s s t e p d i d not b r i n g the d e s i r e d r e s u l t as power went to a 
handful of i n f l u e n t i a l members who monopolised the l o a n s . 
The reasons f o r the f a i l u r e of the c o - o p e r a t i v e 
movement a r e not hard to f i n d . The McLagan Committee pointed out 
t h a t i t had not grown as a spontaneous movement from below and 
a t t r i b u t e d i t s f a i l u r e t o t h a t f a c t . The C r e d i t Enquiry Commission 
on the other hand, a t t r i b u t e d the movement's f a i l u r e t o a l a c k of 
c o n s i s t e n t government support. I t observed t h a t c o - o p e r a t i v e s 
i n f a c t were 'underfinanced but over administered*.^' 1'^ I n oth e r 
words, i t agreed t h a t the movement was too much imposed from above 
but a t t r i b u t e d i t s f a i l u r e more to l a c k of Government f i n a n c i a l 
support than to i t s l a c k of s p o n t e n e i t y . 
The movement c l e a r l y s u f f e r e d from l a c k of 
l e a d e r s h i p a t the v i l l a g e l e v e l where abuse of power was common. 
Lack of g e n e r a l education and of i n s t r u c t i o n i n c o - o p e r a t i v e 
p r i n c i p l e s a l s o c o n t r i b u t e d to f a i l u r e . F r e q u e n t l y c o - o p e r a t i v e 
( 1 ) Report of the C r e d i t E n q u i r y Commission, o p . c i t . , p,28. 
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loans were not e f f e c t i v e l y u t i l i z e d due to the absence of any 
machinery of s u p e r v i s i o n . The untimely d i s t r i b u t i o n of loans to 
the c u l t i v a t o r s when the sowing i s a l r e a d y underway, l e d to the 
d i v e r s i o n of funds to unproductive u s e s . 
The c r e a t i o n of union based s o c i e t i e s was done to 
make them more v i a b l e but even the union has proved to be too 
s m a l l . As w i l l be shown i n chapter f i v e , a thana i s probably 
a more s u i t a b l e u n i t to o r g a n i s i n g the supply of c r e d i t under the 
pr e s e n t a d m i n i s t r a t i v e arrangement. 
Many take the view t h a t d e s p i t e p a s t inadequacies 
the movement should not now be abandoned. The Gadgil Committee 
i n 1945 remarked t h a t co-operation was the b e s t and most l a s t i n g 
s o l u t i o n f o r the problem of a g r i c u l t u r a l c r e d i t i n p a r t i c u l a r and 
the r u r a l economy i n g e n e r a l . 
Co-operation d e s p i t e i t s p a s t performance seems t o 
have a prospect i n a country l i k e P a k i s t a n because i t seeks to 
combine c o l l e c t i v e e f f o r t w i t h i n d i v i d u a l freedom of c h o i c e thereby 
promoting the common w e l l - b e i n g through a pro c e s s of v o l u n t a r y 
c o l l a b o r a t i o n . We s h a l l show i n the next chapter t h a t , given a 
d i f f e r e n t approach, c o - o p e r a t i v e s can f u n c t i o n much more 
s a t i s f a c t o r i l y than p a s t experience would l e a d one t o suppose. 
( 1 ) Hough, E.M., The Co-operative Movement, i n I n d i a , Oxford 
U n i v e r s i t y P r e s s , F i f t h E d i t i o n 1966, p.370. 
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I n a v a s t r e g i o n l i k e E a s t - P a k i s t a n no o f f i c i a l 
o r g a n i s a t i o n can ever hope to f u l l y a d m i n i s t e r an a r e a c o v e r i n g 
more than 60,000 v i l l a g e s and i n c l u d i n g about 8 m i l l i o n farm 
f a m i l i e s . By the c o - o p e r a t i v e method alone consumers and producers 
can pool t h e i r r e s o u r c e s and make j o i n t endeavours f o r u s i n g 
improved farm techniques which an i n d i v i d u a l farmer may not be 
a b l e to do. 
The s p i r i t of j o i n t venture i s i n n a t e because 
of the i n s t i t u t i o n of extended f a m i l i e s and the t r a d i t i o n of l i v i n g 
i n communities. The s p i r i t of c o - o p e r a t i o n i s thus manifested 
through a t t i t u d e s towards l i f e and s o c i a l v a l u e s p r e s e r v e d f o r 
g e n e r a t i o n s , and so i t i s s a i d t h a t co-operation i s ' w e l l - s u i t e d ' 
to the genius of the p e o p l e . T h e d i f f e r e n t approach 
e x e m p l i f i e d i n the C o m i l l a system to be d e s c r i b e d i n the next 
chapter may g i v e the c o - o p e r a t i v e movement a new l e a s e of l i f e . 
( 1 ) Hough, E.M., o p . c i t . , p.368. 
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CHAPTER F I V E . 
SUPERVISED CREDIT AND THE COMILIA 
APPROACH. 
One of the b a s i c inadequacies of the i n s t i t u t i o n a l 
c r e d i t agencies d i s c u s s e d so f a r has been t h a t they a r e not 
equipped w i t h the machinery of p r o v i d i n g s u p e r v i s e d c r e d i t . I n 
a s u b s i s t e n c e o r i e n t e d economy p r o v i d i n g c r e d i t to the farmers 
covers h a l f of the problem, but e n s u r i n g e f f e c t i v e use of c r e d i t 
i s the other h a l f . I n such economies t h e r e i s always a d i s t i n c t 
danger of d i v e r s i o n of c r e d i t to unproductive purposes a t the 
farmers'"" l e v e l . T h i s i n the p a s t has c o n t r i b u t e d to the s t a g n a t i o n 
of a g r i c u l t u r a l production. 
I t has long been re c o g n i s e d t h a t f o r a breakthrough 
of the ' v i c i o u s c i r c l e * i n a g r i c u l t u r e e f f e c t i v e u t i l i z a t i o n of 
c r e d i t i a needed, and t h i s means t h a t c r e d i t must be s u p e r v i s e d . 
G e n e r a l l y ' s u p e r v i s e d c r e d i t ' has come to-mean a system which aims 
a t improving production as w e l l as the l i v i n g conditions, of the 
u s e r s of c r e d i t a t the v i l l a g e l e v e l . I t aims to l i n k up c r e d i t 
w i t h e x t e n s i o n s e r v i c e s . E x t e n s i o n i n t r o d u c e s farmers to new 
i d e a s but s u p e r v i s e d c r e d i t encourages them to t r y them put; i t 
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g i v e s an e x t r a ' t h r u s t ' to the e x t e n s i o n programme. S u p e r v i s i o n 
of c r e d i t i s g e n e r a l l y more e f f e c t i v e through a v i l l a g e e x t e n s i o n 
worker than an agent from o u t s i d e . He can make the farmer a l t e r 
h i s cropping p a t t e r n or change the input combinations so as to 
maximise output. Some e x t e n s i o n programmes s u p e r v i s e mainly the 
farming p l a n of the borrowers; the more thorough-going programmes 
n e c e s s a r i l y i n c l u d e c o n t r o l l e d s u p p l i e s of i n p u t s i n order to ensure 
t h a t the u t i l i z a t i o n of the loa n accords w i t h the production p l a n . 
An experiment along t h e s e l i n e s has been t r i e d i n 
Co m i l l a and i t i s t h i s which we s h a l l now examine i n g r e a t e r d e t a i l . 
1. THE COMILLA SYSTEM : 
The C o m i l l a Co-operative p r o j e c t was s t a r t e d i n 
1959-60 on an experimental b a s i s by the P a k i s t a n Academy f o r R u r a l 
Development, s i t u a t e d a t C o m i l l a . The main aim of the p r o j e c t was. 
to promote the modernisation of a g r i c u l t u r e through v i l l a g e primary 
s o c i e t i e s . 
The v i l l a g e was made the b a s i c o p e r a t i o n a l u n i t and a l l loans., 
were c h a n n e l l e d through v i l l a g e based primary s o c i e t i e s . To support 
these.primary u n i t s a thana c e n t r a l a s s o c i a t i o n known as 'Kotwali Thana 
( 1 ) For an e x c e l l e n t study about e x t e n s i o n through s t a g e s from simple 
awareness to f i n a l adoption of a p a r t i c u l a r technology one may 
r e f e r to 'Supervised C r e d i t system i n Go m i l l a ' by Blake Smith, 
unpublished r e s e a r c h work, PARD, C o m i l l a . 
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C e n t r a l Co-operative A s s o c i a t i o n * ( o r KTCCA) was or g a n i s e d . 
T h i s p r o j e c t was s t a r t e d as a p a r t of the 
comprehensive programme of r u r a l development where the academy 
has a c t e d as a l a b o r a t o r y f o r r e s e a r c h on v a r i o u s socio-economic 
problems. 
I n t h i s system the thana ( a d m i n i s t r a t i v e u n i t ) i s 
used as the u n i t where the r e s u l t s of such experiments a r e t r i e d 
out. The main o b j e c t i v e of the p r o j e c t has been to b r i n g together 
the l o c a l a d m i n i s t r a t i o n s ^ ^ a n d the n a t i o n building, d e p a r t m e n t s ^ ^ 
(though not d i r e c t l y r e l a t e d w i t h management and b u s i n e s s 
t r a n s a c t i o n s of. the c o - o p e r a t i v e s ) i n order to c o n t r i b u t e to the 
economic development of the a r e a . 
S t r u c t u r e ; 
The C o m i l l a Co-operative System c o n s t i t u t e s a 
t w o - t i e r s t r u c t u r e ; the v i l l a g e c o - o p e r a t i v e s o c i e t i e s a t the base 
( 3 ) 
f e d e r a t e d and covered a t the thana l e v e l . 
Under the present system a v i l l a g e i s the base of 
o p e r a t i o n . I t has been r e c o g n i s e d t h a t a v i l l a g e i s a s e l f c o n t a i n e d 
( 1 ) Thana and Union C o u n c i l s . 
( 2 ) Thana A g r i c u l t u r e O f f i c e , Thana I r r i g a t i o n O f f i c e , Thana 
F i s h e r i e s O f f i c e e t c ; 
( 3 ) I n 1965 a s e p a r a t e f e d e r a t i o n known as A g r i c u l t u r a l G o - o p e r a t i v e 
F e d e r a t i o n or ACF has been c r e a t e d i n between. The KTCCA s t i l l 
continues, to be a c o n f e d e r a t i n g u n i t r e n d e r i n g support f o r 
s e r v i c e s and s u p p l i e s to the primary s o c i e t i e s . 
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u n i t where the v i l l a g e r s u s u a l l y have more i n t i m a t e knowledge of 
each o t h e r and have mutual confidence. Moreover, they have common 
problems and s i m i l a r i n t e r e s t s . As a r e s u l t a v i l l a g e i s a more 
s u i t a b l e u n i t to forming a co h e s i v e group f o r pur.pps.es.. of 
development. But being a s m a l l a r e a , i t does not pos s e s s adequate 
r e s o u r c e s i n terms of men and m a t e r i a l s so as to run a s o c i e t y as 
a s e l f - s u p p o r t i n g agency. T h i s f a c t r e f l e c t s t h a t t h e r e i s a great 
need f o r a st r o n g c e n t r a l u n i t f o r the purpose of c o v e r i n g and 
p r o v i d i n g n e c e s s a r y support. The KTCCA i s a c t i n g as the c e n t r a l 
agency f o r s u p e r v i s i n g and providing, guidance and f i n a n c e to the 
primary s o c i e t i e s . I t a l s o renders t r a i n i n g s e r v i c e s to s e l e c t e d 
members of the s o c i e t i e s . These, v i l l a g e r e p r e s e n t a t i v e s a r e t r a i n e d 
by o f f i c e r s of the Thana Development Departments as w e l l as by some 
f o r e i g n a g r i c u l t u r a l e x p e r t s . I n the p a s t the v i l l a g e based 
s o c i e t i e s under the t r a d i t i o n a l c o - o p e r a t i v e s f a i l e d because of the 
l a c k of supporting a g e n c i e s , and were l e f t as i s o l a t e d e n t i t i e s . 
Thus under the new system the KTCCA has been a b l e to meet the need 
of a c e n t r a l agency f o r the v i l l a g e based co-operatives.^ 3"^ 
Through a marketing programme the KTCCA seeks to 
ensure a f a i r p r i c e f o r the a g r i c u l t u r a l produce ..and to supply 
consumer goods a t reasonable p r i c e s . The mechanization programme 
( 1 ) The s t r u c t u r e of the v i l l a g e based c o - o p e r a t i v e s i s to be 
d i s c u s s e d ^ l a t e r . 
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runs a maintenance and r e p a i r shop, t r a i n s the mechanics and s t o r e s 
a g r i c u l t u r a l machinery. The e x t e n s i o n s e c t i o n of the c e n t r a l 
a s s o c i a t i o n p r o v i d e s t e c h n i c a l . a d v i c e and guidance t o the members 
of v i l l a g e s o c i e t i e s . The i r r i g a t i o n s e c t i o n i s i n charge of the 
s i n k i n g of deep t u b e w e l l s and p r o v i d i n g power pumps f o r l i f t 
i r r i g a t i o n . T r a i n i n g f a c i l i t i e s a r e provided f o r managerial s t a f f 
and f o r other s k i l l e d workers. 
The v i l l a g e primary s o c i e t i e s ; 
I n order to form a s o c i e t y a-•. group of farmers has 
to agree to hold weekly meetings w i t h compulsory attendance of a l l 
the members and to s e l e c t one or two persons to r e c e i v e t r a i n i n g 
once a week a t the academy and who then become the managers, 
o r g a n i s e r s and. t e a c h e r s f o r the g r o u p . I n a d d i t i o n one farmer 
i s given t r a i n i n g and i s expected to d i s s e m i n a t e what he has l e a r n t 
to h i s f e l l o w v i l l a g e r s . Each member i s expected to save r e g u l a r l y 
and to make a weekly s a v i n g s d e p o s i t i n c a s h or ki n d thus enhancing 
the group's c r e d i t w o r t h i n e s s . The assu r a n c e of. complete s a f e t y 
f o r these d e p o s i t s h e l p s to e x p l a i n . t h e s u c c e s s i n r a i s i n g a l a r g e 
( 2 ) 
sum of Rs 800,000 i n f i v e y e a r s , but the major p a r t of the 
e x p l a n a t i o n i s probably t h a t without these savings, t h e r e wouldr.be no 
( 1 ) PARD, A New R u r a l Co-operative System f o r C o m i l l a Thana, 
S i x t h Annual Report, 1966, p.12. 
( 2 ) Haq, M.N., Co m i l l a Co-operative Experiment, PARD, November 1966, 
p.6. 
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loans from the C e n t r a l A s s o c i a t i o n . 
These loans a r e granted to members through the 
primary s o c i e t y on the b a s i s of members * s a v i n g s a t a r a t e of 
i n t e r e s t of 15% which i n c l u d e s 5% s e r v i c e charge. A member must 
submit a production p l a n c a r e f u l l y prepared and thoroughly d i s c u s s e d 
i n the weekly meetings before he can o b t a i n a. l o a n . No cash i s 
allowed d i r e c t to members by the C e n t r a l Association,. A f t e r the 
^Central A s s o c i a t i o n i s s a t i s f i e d w i t h the f e a s i b i l i t y of the 
production p l a n , a loan i s sa n c t i o n e d and c r e d i t e d to the account of 
the s o c i e t y . The i n d i v i d u a l borrowers draw on t h a t account 
ac c o r d i n g to the a l l o c a t i o n s made i n the production p l a n . Every 
withdrawal must be supported by a r e s o l u t i o n of the members. 
The c r e d i t w o r t h i n e s s under t h i s system i s not 
judged on the b a s i s of co n v e n t i o n a l t a n g i b l e a s s e t s , but i s judged 
by the t e s t s of p r o d u c t i v i t y , d e p o s i t s , and the r e c o r d of repayment 
of loans i n the p a s t . 
Marketing f a c i l i t i e s are. provided by the c e n t r a l 
a s s o c i a t i o n along w i t h s t o r a g e of the produce. The members can 
s e c u r e advances.from the C e n t r a l A s s o c i a t i o n a t a r a t e of 60 p.c. of 
the v a l u e of produce s t o r e d . T h e C e n t r a l a s s o c i a t i o n arranges 
f o r t r a n s p o r t and s a l e of crops to the marketing c e n t r e s . C u r r e n t 
( 1 ) . ' G o m i l l a Go-operative Experiment, o p . c i t . , p.8. 
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market informations a r e obtained by a committee or g a n i s e d t o 
a c q u i r e knowledge of market p r i c e s . The members meanwhile (from 
the advance l o a n ) a r e a b l e to pay the l a n d revenue and meet 
other expenses. Such an o p e r a t i o n b r i n g s a t l e a s t a margin of Rs 
3 to 4 per maund t o the growers which _otherw.is;e would have gone to 
". middlemen. 
The C e n t r a l A s s o c i a t i o n : 
T h i s i n s t i t u t i o n a c t s as a s e r v i c i n g agency and 
an e d u c a t i o n a l c e n t r e f o r a g r i c u l t u r a l e x t e n s i o n , where v i l l a g e 
r e p r e s e n t a t i v e s and model farmers r e c e i v e t r a i n i n g i n the 
techniques of management and p l a n n i n g . O r i g i n a l l y i t a l s o a c t e d 
as the bankers, but t h e s e banking f u n c t i o n s , and r e s p o n s i b i l i t y 
f o r the ' s u p e r v i s e d c r e d i t " scheme have been delegated to one of 
( 2 ) 
the scheduled banks s i n c e 1962. 
The C e n t r a l A s s o c i a t i o n now a c t s as the connecting 
l i n k between r u r a l c r e d i t and commercial banking i n C o m i l l a Thana. 
Each s o c i e t y now d e p o s i t s i t s s a v i n g s w i t h the bank, which i n t u r n 
sends r e c e i p t s to the C e n t r a l A s s o c i a t i o n and the s o c i e t y concerned. 
( 1 ) I b i d , p.9. 
( 2 ) The U n i t e d Bank L t d , has opened a branch a t the 'Abhoy Ashram' 
the o f f i c e of the C e n t r a l A s s o c i a t i o n , as the banker of 
K.TCCA. 
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The t r a n s a c t i o n s a r e enter e d i n the pass-books and a r e f u r n i s h e d 
to the s o c i e t y . The s o c i e t y i n i t s t u r n i s s u e s pass books to i t s 
members and maintains a s a v i n g s l e d g e r . Thus the C e n t r a l 
A s s o c i a t i o n i s op e r a t i n g now more as a guarantor and a r e a l 
s u p e r v i s i n g agent f o r the e f f e c t i v e u t i l i z a t i o n of c r e d i t than as 
a banker. 
I n 1965 a s e p a r a t e f e d e r a t i o n was c r e a t e d to look 
a f t e r the a g r i c u l t u r a l s o c i e t i e s . Under t h i s new development the 
KTCCA has assumed the p o s i t i o n of a l a r g e r c e n t r a l o r g a n i s a t i o n , a 
c o - o r d i n a t i o n and a c o n f e d e r a t i o n of the two f e d e r a t i n g u n i t s . 
Progress of S o c i e t i e s i n f i v e y e a r s : 
The growth of the primary a g r i c u l t u r a l s o c i e t i e s , 
although f a l l i n g s h o r t of t a r g e t s , has a l l the same been remarkable 
from 1961 t o 1966. The t a r g e t of t o t a l s o c i t i e s was s e t up a t 
240 w i t h a membership of 12,000 i . e . on average 50 members per 
s o c i e t y . T h i s t a r g e t ( a s can be seen from the t a b l e below) has not 
been f u l f i l l e d but the s h o r t - f a l l i s not to be viewed w i t h concern, 
as the i n h e r e n t s t r e n g t h and e f f e c t i v e n e s s of a s o c i e t y i s thought 
to be more important than mere members. Moreover p r a c t i c a l 
( 1 ) A s e p a r a t e f e d e r a t i o n known as S p e c i a l Co-operative S o c i e t i e s 
F e d e r a t i o n or SCSF. was c r e a t e d i n 1964 to cover hon-
a g r i c u l t u r a l s o c i e t i e s . 
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experience has shown that i n some small v i l l a g e s the existence 
of a society may not be necessary. Thus the e x i s t i n g 
a g r i c u l t u r a l s o c i e t i e s have found a way out of the dilemma 
between small and weak v i l l a g e s o c i e t i e s and large union 
based s o c i e t i e s lacking psychological cohesion. 
The following table (5.2). may explain the f i n a n c i a l 
position of the a g r i c u l t u r a l s o c i e t i e s and also the volume of 
business made by them during 1961-66. 
The overall f i n a n c i a l position s i g n i f i e s 
substantial improvement over 1961-62. The position with regard 
to loans and repayments shows that on 30th June 1966, the t o t a l 
amount overdue from s o c i e t i e s was Rs 244,062. This was 
approximately 9.46 p.c. of the t o t a l loans contracted up to 30th 
June 1 9 6 6 . ^ 
In conclusion Table 5.3. expressed the growth of 
savings and deposits per society and per member. The table 
shows that the s o c i e t i e s have gradually increased i n 
numbers and strength. The members have formed t h e i r own assets 
i n the form of creation of savings deposits. 
(1) Sixth Annual Report, op.cit., p.69. 
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The deposits per member are on the increase each 
year, which shows signs of economic well-being of the people. 
The continued t r a i n i n g at the Central Association 
has created a basic understanding of co-operative p r i n c i p l e s . 
Thus the Comilla system has successfully developed a w e l l -
integrated supervised credit with extension s e r v i c e s . 
2. An Appraisal of the Comilla System of Co-operatives: 
The great merit of the Comilla Co-operative System 
i s that i t combines extension services with supervised c r e d i t . 
The f a i l u r e of the e a r l i e r co-operatives led to 
the view that co-operation must grow from below and should not be 
organised and imposed from above. So the type evolved by the 
Comilla system i s one i n which a society i s organised by 
members who agree to abide by c e r t a i n common rules and p r i n c i p l e s . 
The management of such s o c i e t i e s i s l e f t to them because they 
themselves decide who i s to be manager, organiser and. 
representative farmer. 
To have the Central Association at the thana l e v e l 
has the dual advantage of being located within f i v e miles of the 
v i l l a g e and at the same time being i n a position to a v a i l i t s e l f 
of the services offered by the Provincial Government Departments. 
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This f a c i l i t a t e s t h e i r advisory functions v i s - a - v i s the 
primary s o c i e t i e s and at the same time ensures that the training 
they provide i s kept up to date by close contact with the 
experts at the Provincial Government. Proximity to the v i l l a g e 
has the further advantage that training can be provided on a 
non-residential b a s i s . 
One of the s i g n i f i c a n t achievements of the KTCCA 
i s that i t has been successful i n bringing a commercial bank 
into the f i e l d of r u r a l c r e d i t . The Central Association now 
stands as a guarantor against loans to the s o c i e t i e s by the bank. 
I t helps the bank i n administering the loans to the members of 
s o c i e t i e s . 
The j o i n t operation of these two agencies has at 
l e a s t two e f f e c t s ; f i r s t the regular savings of members have 
created a source of funds for self-financing; and secondly, the 
existence of these savings has increased the cr e d i t worthiness 
of the borrowers. 
Thus the Comilla system of Co-operatives has 
succeeded i n developing a regular banking procedure from the mere 
rudiments of t h r i f t deposits. 
In the Comilla system a pattern has been evolved 
which combines 'economic v i a b i l i t y ' with s t r u c t u r a l 
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cohesiveness. The primary village-based s o c i e t i e s i n the 
t r a d i t i o n a l type had been economically weak' and vulnerable, 
while the large union-based mul t i - v i l l a g e s o c i e t i e s lacked 
' s o c i a l and psychological cohesion'. Thus by establishing a 
system which has a combination of the two systems, a solution 
has been found for both problems. 
For the primary s o c i e t i e s , t h e i r working has 
become viable and they have achieved e f f i c i e n c y . The members of 
a v i l l a g e society known to each other, l i v i n g i n contiguous 
areas, can keep vigilance amongst themselves. These factors 
have made the v i l l a g e co-operatives into s e l f - s u s t a i n i n g u n i t s . 
The members now use modern machinery, use improved inputs and 
save money for c a p i t a l formation. I n the weekly meetings the 
savings are collected and the names and amount are read out. 
This has two psychological e f f e c t s : - i t makes the non-savers 
f e e l g u i l t y while group approval encourages the.savers to save 
more. 
A s i g n i f i c a n t c h a r a c t e r i s t i c i n the system i s that 
while the private ownership of land i s f u l l y retained and normal 
s o c i a l conditions continue, farm machinery, f e r t i l i z e r s and 
i r r i g a t i o n are j o i n t l y used by the members. 
(1) Khan, A.A., Comilla Co-operative P i l o t Project, PARD, 
1961-65, p.3. 
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The p r i n c i p l e of weekly meetings with compulsory 
attendance i s immensely helpful i n promoting d i s c i p l i n e and 
disseminating improved farm techniques. I n a matter of two to 
three years, the project has created among many v i l l a g e r s new 
attitudes to saving, and has led to a better understanding of what 
constitutes proper uses of borrowed money. 
The fundamental reason for these achievements l i e s i n 
the complimentarity between v i l l a g e based s o c i e t i e s and the 
central association. 
The average per capita savings i n the Comilla system 
has been Rs H S ^ ^ w h i l e i n the t r a d i t i o n a l system per member working 
(2) 
c a p i t a l has been Rs 50 ( i n 1959-60). This shows that the Comilla 
system has attained a commendable achievement i n respect of savings 
and member par t i c i p a t i o n which the t r a d i t i o n a l co-operative system 
has f a i l e d to do even i n a l i f e of more than f i f t y years. 
The record of repayments has been excellent. The amount 
(3) 
of overdues i n the f i r s t four years has been almost n i l . In quite 
recent years overdues have once more appeared owing to a relaxation 
of the vigilance exercised by the Central Association over the primary 
s o c i e t i e s . Even so overdues s t i l l only accounted for 9.46% of t o t a l 
(4) 
loans outstanding. 
(1) See Table 5.3. page 105. 
(2) A g r i c u l t u r a l Credit i n Pakistan, op.cit., p.48. 
(3) PARD, The F i f t h Annual Report, op.cit., p.37. 
(4) PARD, The Sixth Annual Report, op.cit., p.69. 
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The proportion of families covered by the Comilla 
co-operatives i s about 30 p.c. ; i t i s expected to reach 60 p.c. 
very soon. The annual rate of savings and deposits i s expected 
to exceed Rs 800,000 i n the near future. 
One of the s i g n i f i c a n t achievements of the Comilla 
co-operatives i s i n the linking of c r e d i t with marketing. Through 
the f a c i l i t i e s of cold storage and processing; the members can now 
enjoy cr e d i t f a c i l i t i e s both for the procurement of inputs and 
d i s t r i b u t i o n of outputs. Where the Comilla system has operated 
the y i e l d per acre of Aman and Aus crop has increased by 40 to 50 
(2) 
p.c. I t i s reported that the farmers have been able to 
produce 3,000 tons of additional r i c e , additional winter crops 
and vegetables valued at Rs 2 m i l l i o n , besides providing 4 m i l l i o n 
additional man-days of employment during the dry season 
annually. 
I t i s a remarkable achievement. How much of the 
success i s to be attributed to i n s p i r a t i o n provided by the 
presence of a dynamic personality l i k e Akhtar Hameed Khan, i s 
(1) Khan, A.H., Inaugural Speech at the Comilla D i s t r i c t 
Integrated Rural Development Programme, June27th, 1965. 
(2) PARD, F i f t h Annual Report, op.cit., p.12. 
(3) KTCCA, i n a reply to a questionnaire i n 1968, 
I l l 
d i f f i c u l t to assume. The success of the experiment lar g e l y 
has depended on the high standard of i n t e g r i t y and sincere 
p a r t i c i p a t i o n and i n t e r e s t of the o f f i c e r s concerned. The 
encouraging r e s u l t s of success i n three thanas i n 
(1) 
three other d i s t r i c t s having s i m i l a r projects have proved 
i t to be so. 
The success of the type has proved that i t i s 
the id e a l type of co-operative structure with i t s integrated 
e f f o r t for amelioration of poverty and making agriculture 
self-sustained. I t i s now for the authorities to appreciate 
such spectacular r e s u l t s and s t a r t implementation of such 
co-operatives i n the entire province. The course for the new 
areas to s t a r t with such co-operatives w i l l be easier because 
the necessary experiments and research have already been 
undertaken i n the Comilla project. Enough care should be taken 
to maintain the standard of performance already achieved i n 
Comilla. 
(1) The project areas have been selected at Gouripur i n 
Mymensingh, Gaibandha i n Rangpur and Natore i n Rajahahi. 
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CHAPTER SIX. 
PROBLEM OF ESTIMATING THE CREDIT REQUIREMENTS 
OF AGRICULTURE IN EAST-PAKISTAN. 
The process of estimating cr e d i t requirements of 
agriculture within a subsistence and i n d i v i d u a l i s t i c framework 
i s beset with d i f f i c u l t i e s . Estimates ought to be based on 
detailed surveys of a g r i c u l t u r a l a c t i v i t i e s . One needs information 
about farm incomes i n r e l a t i o n to the s i z e of holdings and the 
volume of outstanding loans per family. But due to widespread 
i l l i t e r a c y , the response to sample surveys has often been 
disappointing. Even when co-operation has been shown by the sample 
population, the answers to the questionnaires have often been very 
inaccurate, i n view of the fact that subsistence farmers r a r e l y 
maintain any written records. Besides, the quality of interviewers 
has often l e f t much to be desired. As a r e s u l t , the findings of 
the surveys so f a r car r i e d out have been very unreliable, 
e s p e c i a l l y as regards the extent of indebtedness i n East Pakistan. 
There i s no point i n using refined s t a t i s t i c a l 
techniques for the analysis of primary data unless these data are 
reasonably r e l i a b l e . 
113 
Conceptually, there are two ways of estimating 
credit requirements. F i r s t , one can take i t to mean the volume of 
cre d i t needed for additional production. This implies that the 
requirement can be measured i n terms of the computed value of 
inputs for a p a r t i c u l a r target of production. Such an estimate 
assumes that credit w i l l be used only for the purpose for which i t 
has been obtained, v i z . to increase output. I t therefore 
distinguishes 'credit* from 'charity' and 'production c r e d i t ' from 
'consumption or maintenance c r e d i t ' . But such c r e d i t does not, 
of course, cover a l l the working expenses of the farm population 
because working expenses cannot be separated from l i v i n g expenses. 
Moreover, a considerable part of maintenance expenses i s i n d i r e c t l y 
helpful for farm productivity, and as such cannot be regarded as 
wholly unproductive. That part of cre d i t which i s spent by a farmer 
for thatching his homestead, or for health or sanitation, keeps him 
f i t to offer his services for c u l t i v a t i o n . I n other words, such 
expenses as a whole are helpful for the sustenance of the labour 
force. Nor would such an estimate make any allowance for the need 
for c r e d i t i f there has been some haitur^arli calamity - something 
that unfortunately happens a l l too regularly. 
Besides, the a g r i c u l t u r a l operations by nature have 
a time lag between sowing and harvesting when a farmer requires 
f i n a n c i a l assistance for subsistence. 
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As 69 per cent of the t o t a l r u r a l borrowings are. 
made for family expenses, t h i s consideration cannot be 
disregarded outright. I t i s arguable that i n s t i t u t i o n a l lenders 
should confine themselves to meeting the more s p e c i f i c needs, but 
an estimate of t o t a l credit requirements should not omit the many 
purposes for which cre d i t i s at present used. 
A second but even more d i f f i c u l t way to estimate 
cred i t requirements i s to calculate the requirement on the basis 
of the cost of various crops. This would involve a calculation of 
the cost of the input-mix of various crops to be modified l a t e r 
by adding maintenance c r e d i t to the estimate. Such a method i s 
very d i f f i c u l t to undertake because the cost of production of the 
same crop varies from area to area depending on s o i l f e r t i l i t y and 
arrangements of i r r i g a t i o n . 
1. Some approaches to the problem; 
A number of attempts have been made i n East 
Pakistan to estimate cre d i t requirements, though none of them could 
be described as comprehensive. 
The e a r l i e s t of these was that made by the Credit 
Enquiry Commission, which found that the t o t a l c r e d i t requirement 
i n 1959 for Pakistan as a whole was i n the region of Rs 3,000 
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m i l l i o n . This estimate was based on the assumption that there 
i s a c e r t a i n r a t i o of c r e d i t to output flow, though the report did 
not indicate p r e c i s e l y how i t arrived at i t s estimate. 
(2) 
The 'Action Plan estimated that the-total 
short and medium term i n s t i t u t i o n a l c r e d i t required by the farmers 
would be Rs 510 millions per annum. This estimate was based on 
the following assumptions:- f i r s t , that half the farmers would have 
to be provided with short-term c r e d i t , leaving the other half to 
be supplied by outside sources; secondly, that the number of 
families needing cre d i t would be approximately 4*15 m i l l i o n i n 
1960; and t h i r d l y that Rs 100 was the minimum amount needed by an 
average farmer (holding between 2.8 to 3 a c r e s ) . The 'Action Plan' 
may well have underestimated cre d i t requirements, partly by 
assuming that only half the farmers had to be provided for; small 
farmers have the greatest need for credit and one knows that three 
quarters of a l l farmers i n East Pakistan c u l t i v a t e l e s s than f i v e 
acres. 
I t has also been estimated that farm families 
i n East Pakistan annually contract loans of about Rs 903.6 m i l l i o n s , 
(1) The Report of the Credit Enquiry Commission, op.cit., p.7. 
(2) This plan was prepared by the State Bank of Pakistan i n 1962. 
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and, i n addition, disinvest t h e i r assets to the extent of another 
Rs 524.4 m i l l i o n s . On t h i s reckoning, the annual c r e d i t 
u t i l i z a t i o n by the farm community would come to Rs 1,428 millions 1? 
The most recent estimate of credit requirements 
i s that of the Agr i c u l t u r a l Policy Committee. This estimate was 
prepared as a part of the programme for the attainment of 
s e l f - s u f f i c i e n c y i n food production by 1970. (See Table 6.1). 
I t anticipates that to a t t a i n t h i s objective the amount of • 
credi t required w i l l need to r i s e from some Rs 220 mil l i o n i n 
1967/68 to some Rs 365 mi l l i o n i n 1969/70. 
Presumably the estimate measures the requirement 
of productive cre d i t only. I t i s computed on the basis of 
u t i l i z a t i o n of c e r t a i n inputs for target food production made 
available to some of.the farmers on c r e d i t . The Committee has also 
discussed the question of a v a i l a b i l i t y of cr e d i t from 
i n s t i t u t i o n a l sources and yearly s h o r t f a l l s a r i s i n g therefrom as 
shown below. (Table 6.2.) 
(1) Hasan Committee Report, op.cit., p.47.. 
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TABLE 6.1 : Requirement of c r e d i t for various inputs 
i n Agriculture. 
(Rs i n m i l l i o n s ) . 
Items 1967/8 1968/9 1969/70 
(a) Water @ Rs 30 per 
acre for 50% of 7.81 11.93 18.30 
the area. 
(b) F e r t i l i z e r @ Rs 270 
per ton for 50% of 35.91 65.35 87.75 
the targets. 
(o) Improved seeds ( i r r i 1.14 . 3.09 3.24 
and l o c a l ) @ Rs 10 (114,000 (309,000 (324,000 
per acre. mds). mds). mds.) 
(d) Labour @ Rs 25 per 
acre for 25% of the 125.00 137.50 162.50 
cultivated area. 
(e) Cattle and 
indigenous 33.00 34.00 35.00 
implements @ Rs 50 (6.6 lakh (6.8 lakh (7.0 lakh 
for 10% holdings. holdings) holdings) holdings) 
( f ) Machineries, i . e . 
power t i l l e r s , 
f r a c t i o n a l pumps, 15.00 30.00 55.00 
private tube-wells, 
etc. 
(g) Loans to co-operatives 3.00 3.00 4.00 
TOTAL 220.86 284.87 365.79 
Source: Programme for Attainment of Se l f - S u f f i c i e n c y i n Food 
Production i n East Pakistan by 1969/70, Government of East-
Pakistan, Agriculture Department, October 1967, p.25. 
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TABLE 6.2 : Annual requirement and a v a i l a b i l i t y of 
i n s t i t u t i o n a l c r e d i t and s h o r t f a l l . 
(Rs i n m i l l i o n s ) 
1967/68 1968/69 1969/70 Total 
Requirement 
A v a i l a b i l i t y 
220.86 
172.50 
284.87 
190.50 
365.79 
200.50 
871.52 
563.50 
S h o r t f a l l 48.36 94.37 165.29 308.02 
Source: Programme for the attainment of s e l f - s u f f i c i e n c y i n food 
production i n East-Pakistan by 1969-70, op.cit., pp.25 
and 26. 
The table above shows that over the period of three - " 
years they anticipate a deficiency of some Rs 300 m i l l i o n s . This 
figure i s obtained on the basis of the estimate of c r e d i t requirement 
for food crops only. I f we include non-food crops l i k e jute, tea, 
sugarcane, etc., the amount of deficiency w i l l be s t i l l greater. 
Added to t h i s i s the fact that the committee did not take into account 
the regional or seasonal variation i n factor cost i n a g r i c u l t u r a l 
production and i f an allowance i s made for t h i s the figure provided 
by them would appear to be an under-estimate of the requirement. 
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2. Towards an estimate of credit requirement of the Province: 
A suggested method : 
We s h a l l now attempt an estimate of credit 
requirement ourselves, taking account of the main purposes for 
which money i s borrowed by farmers. 
The requirement can be put i n the form; 
CR = Fd x AL ; where CR = t o t a l c r e d i t requirement. 
Fd = t o t a l number of farm families having 
outstanding loans. 
AL = average annual requirement of loans 
per family. 
This estimate i s made under the following assumptions: 
( i ) an annual r i s e of 3% i n the number of farm fa m i l i e s . 
( i i ) 54% of the farm families w i l l need to borrow. 
( i i i ) the s i z e of loan required per family requXning loans 
i s Rs 309. 
On t h i s basis the t o t a l c r e d i t requirements for the years from 
1966 to 1970 work out as follows:-
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TABLE 6.3 : Total number of farm fa m i l i e s , families 
requiring loans and t o t a l c r e d i t requirements 
of the Province. 
1 2 3 4 
Years Number of farm Number of families Total c r e d i t 
families requiring loans requirement or 
( i n m i l l i o n s ) ( i n m i l l i o n s ) CR 
(54% of Col.2) (Col. 3 x Rs 
309) (Rs i n 
million= :) 
1965/66 7.76 4.19 1,294 
1966/67 7.99 4.32 1,333 
1967/68 8.23 4.44 1,373 
1968/69 8.48 4.58 1, 415 
1969/70 8.73 4.72 1, 457 
This estimate includes cr e d i t needed for family 
maintenance between harvests, and expenses r e l a t i n g to natural 
calamities. 
Let us now compare these t o t a l s of credit 
requirements with the amount of i n s t i t u t i o n a l c r e d i t l i k e l y to 
become ava i l a b l e . 
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* TABLE 6.4 : Comparison of A v a i l a b i l i t y of I n s t i t u t i o n a l 
Credit with our Estimate of Requirements. 
(Rs i n million:?) 
Name of Agency 1967/68 1968/69 1969/70 
A.D.B.P. 
Co-operatives 
Taccavi 
100 
50 
20 
100 
70 
20 
100 
80 
20 
Total a v a i l a b i l i t y 
Total requirement 
170 
1,373 
190 
1,415 
200 
1,457 
S h o r t f a l l -1,203 -1,225 -1,257 
•Computed from Table 12 from The Programme For Attainment of S e l f -
Sufficiency i n Food Production i n East Pakistan by 1969/70, op.cit., 
p.26 and Table 6.3. 
Compared with the s h o r t f a l l estimated ,by the 
Committee our own presents a very bleak picture indeed. On t h e i r 
assumptions of a v a i l a b i l i t y we must conclude that i n s t i t u t i o n a l 
c r e d i t over the period w i l l meet only 13% of t o t a l requirements. 
But even that may be optimistic i n that i t r e l i e s on t h e i r forecasts 
of i n s t i t u t i o n a l c r e d i t which may turn out to have been too^sanguine. 
Table 6.5. shows how l i t t l e i n s t i t u t i o n a l c r e d i t 
has r i s e n i n the 1960's and i t i s not c l e a r why a marked deviation 
from t h i s trend i s to be expected. 
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TABLE 6.5. : Total inflow of i n s t i t u t i o n a l c r e d i t . 
(Rs i n m i l l i o n s ) 
Year Co-operatives A.D.B.P. Taccavi Total 
1960/61 42.00 38.19 13.84 94.03 
1961/62 42.55 40.54 21.45 104.54 
1962/63 30.32 37.67 29.00 96.99 
1963/64 36.24 38.34 38.23 112.81 
1964/65 25.32 36.48 29.95 91.75 
1965/66 11.64 41.55 17.79 70.98 
1966/67 21.47 70.00 18.00 108.47 
Source: Economic Survey of East Pakistan 1966-67, op.cit., p.15. 
The l a t e s t figures indicated that for 1967/68 the 
agencies might be able to advance about Rs 150 m i l l i o n . This 
would leave a s h o r t f a l l at Rs 70 millions on the Committee's 
estimates of requirements compared with t h e i r anticipated s h o r t f a l l 
of Rs 50 m i l l i o n s . On our estimates of requirements the s h o r t f a l l 
w i l l of course be very much greater. 
(1) State Bank of Pakistan, Agriculture Credit Department. 
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This implies that i n the absence of adequate 
i n s t i t u t i o n a l c r e d i t , the r e s t of the requirement, i . e . about 
87% of the t o t a l , would have to be met from non-institutional 
private sources. 
There would seem to be, even on conservative 
estimates, a great need to increase the supply of i n s t i t u t i o n a l 
c r e d i t . 
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CONCLUSION. 
In most under-developed countries a major problem 
i s how to break out of the vicious c i r c l e of poverty of the masses, 
and low c a p i t a l formation i n agriculture. Because i t i s 
overwhelmingly the largest sector of the economy, agriculture can 
either accelerate or arrest the development of the economy as a 
whole. 
Agriculture i n East Pakistan has remained depressed, 
t r a d i t i o n a l and subsistence-oriented, r e s u l t i n g i n low productivity 
and low per capita incomes. 
One among many reasons for t h i s s t a t e of a f f a i r s i s 
the shortage of c r e d i t . Money savings within agriculture have 
remained meagre because large sections of farming continue to be 
non-monetised. Si m i l a r l y , the inflow of c a p i t a l from outside the 
sector has been found to be negligible. 
But, as has been stressed, for a transformation of 
tr a d i t i o n a l agriculture,credit i s needed by farmers to enable.them 
to embark on improved farm p r a c t i c e s . Credit alone w i l l not be 
enough for i t s lack i s by no means the only thing holding back 
development, but without i t l i t t l e progress i s possible. Moreover, 
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to be useful i t needs to be cheap. What i s required i s an adequate 
supply of cheap cre d i t as part of a drive to turn subsistence 
c u l t i v a t o r s into modern farmers who w i l l eventually know how to 
conduct t h e i r a f f a i r s i n a business-like manner, having learnt that 
loans can only be repaid i f they have been productively invested. 
In t h i s study an attempt has been made to identify the 
problems related to r u r a l c r e d i t i n East Pakistan and to derive 
some lessons for future policy. 
Experience seems to indicate that the Comilla system 
i s superior to the t r a d i t i o n a l co-operatives and has indeed been 
well recognised as an "example of success". How to transform 
the t r a d i t i o n a l co-operatives and introduce the Comilla type a l l 
over the province i s at present under government consideration. 
I t w i l l not be possible to do so very quickly because i t would 
involve f a i r l y considerable expenditure on the training of people to 
undertake the functions of management, supervision and extension. 
The success of the Comilla system, however, also owed much to the 
enthusiasm and devoted leadership of Dr. Akhtar Hameed Khan and the 
<tjrteTYsion- of t h i s system w i l l therefore also be dependent on finding 
others who share his q u a l i t i e s . Consequently i t would be rash to 
expect a very rapid spread of the Comilla system, but there i s l i t t l e 
doubt that where i t does take hold i t w i l l improve the economic 
condition of the small farmers and make them l e s s dependent on 
outside help i n future. 
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